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The Facilities Revenue Bonds, Series 19994 {Miami Correctional Facility - Phase |)(the “1999 Bonds™). are being issued by the !ndiana
State Office Building Commission {the “Commission™) to (i) refund on a current basis the aliocable portion of the Commission's Tax Exempt
Commercial Paper Hoosier Notes, Series A (the “Hoosier Notes”), used to finance a portion of the acquisition, design, construction and
equipping of Phase | of a medium security correctional facility located in Miami County, Indiana, further described herein ("Facility No. 3 -
Phase I") and (ii) fund the remaining costs associated with the acquisition, design, construction and equipping of Facility No. 3 - Phase |.
When Facility No. 3 - Phase | is available for use and occupancy (as described herein), it will be leased to the State of Indiana (the "'State™),
acting by and through its Depantment of Administration (the “Department of Administration”), pursuant to Use and Occupancy Agreement No.
3 (as definea herein) between the Commission and the Deparment of Administration.

The 1999 Bonds are being issued pursuant to a Trust Indenture between the Commission and Bank One Trust Company, NA (successor
fo NBD Bank N.A.}. Indianapalis, Indiana, as trustee (the “Trustee™, originally dated November 1, 1991, as amended, resfated and
supplemented as of January 1, 1998, as heretofore amended and supplemented and as further supplemented by a Series 19994
Supplemental Trust indenture, dated as of June 15, 1999 (collectively, the “Indenture").

Interest on the 1999 Bonds is payable on January 1 and July 1 of each year commencing January 1, 2000. The 1999 Bonds will be
registered in the name of Cede & Co.. as nomines for The Depository Trust Company {("DTC"). Purchases of beneficial interests in the 1999
Bonds may be made in book-entry-only form in the denomination of $5,000 or any integral multiple thereof, and purchasers of the 1999 Bonds
will not receive physical delivery of certificates representing their interest in the 1999 Bonds. See "DESCRIPTION OF THE 1999 BONDS —
General Description,” and “— Book-Entry-Only System.”

The 1999 Bonds are limited obligations of the Commission, payable solely from and secured exclusively by a pledge to the Trustee of
the income and revenues of Facility Na. 3 - Phase | that remain after payment or provision for payment of the expenses of cperation,

application of any constitutional provision or limitation, or a pledge of the faith, credit or taxing power of the State or any political
subdivision thereof. The Commission has ho taxing power. See "SECURITY AND SOURCES OF PAYMENT FOR THE BONDS."

The 1999 Bonds are subject to optional redemption, mandatory sinking fund redemption and extraordinary redemption. all as more tully
described herein. See “DESCRIPTION OF THE 1998 BONDS — Redemption.”

Payment of the principal of and interest on the Insured Bonds (as defined herein) when due will be insured by a municipal bond insurance
policy to be issued by Ambac Assurance Corporation simultaneously with the delivery of the Insured Bonds.
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This cover page contains information for quick reference only. It is not a summary of this issue. Investors must read the entire Official
Statement to obtain information essential 1o making an informed investment decision.

The 1999 Bonds are being offered when, as and if issued by the Commission and received by the Underwriters. subject to prior sale, fo
withdrawal or modification of the offer without notice, and to the approval of legality by lce Miler Donadio & Ryan. Indianapolis. Indiana, Bond
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Year

2000%
20011
20021
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2012

Principal
Amount
$£2,765,000
2,710,000
2,755,000
3.395,000
1,800.000
2.410,000
3.040.000
2,690,000
3.475.000
3,770,000
3.825,000
3,515.000
4,975,000
5,505,000
5.800,000
5.555.000
6,150,000
6.795,000
7.170.000
7.545,000

+ Uninsured Bonds

* Priced to par call on July 1, 2011

INDIANA STATE OFFICE BUILDING COMMISSION

$96,785,000

Facilities Revenue Bonds, Series 1999A
(Miami Correctional Facility — Phase |)

MATURITY SCHEDULE

Interest

Rate Yield
4.500% 3.550%
4750 4150
4.250 4.320
4.250 4.420
5.000 4.550
5.000 4.670
5000 4.770
5.000 4.870
5.000 4970
5.250 5.050
5250 5.130
5.250 5.200
5.375 5.270"
5.375 5.320"
5250 5.360
5.500 5.410°
5.500 5 440~
5.500 5.460"
5250 5.470
5.250 5.480

Year

2001
2002
2004
2005
2006
2007
2008
2009
2010
2011
2012
2015
2016

Principal
Amount
$ 400,000
500,000
1,640,000
1,300,060
845,000
1,385,000
805,000
720,000
900,000
1,455,000
250,000
550,600
250,000

Interest
Rate
4.125%
4.250
4.500
4.500
4.500
4750
4750
5.000
5.000
5.000
5125
5250
5.250

Yield

4.150%
4.300
4.550
4.670
4.770
4.870
4.970
5.05¢
5130
5.200
5.270
5410
5.440
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No dealer, broker, salesman or other person has been authorized by the Commission or the Underwriters to
give any information or to make any representations other than those contained in this Official Statement, and, if given
or made, such other information or representations must not be relied upon as having been authorized by either the
Commission or the Underwriters. This Official Statement does not constitute an offer to sell or the solicitation of an
offer to buy, and there shall not be any sale of any of the 1999 Bonds, by any person in any jurisdiction in which it is
unlawful for such person to make such offer, solicitation o sale. The information set forth herein has been obtained
from the State, the Commission and other sources which are believed to be reliable, but it is not guaranteed as 1o
accuracy or completeness, and it is not to be construed as a representation by the Underwriters. The information,
estimates and expressions of opinion in this Official Statement are subject to change without notice, and neither the
delivery of this Official Statement nor any gale of the 1999 Bonds shall, under any circumstances, create any
implication that there has been no change in the affairs of the Commission Or any person described herein subsequent 1o

the date as of which such information is presented.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 1999 BONDS AT A
LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH
STABILIZING, TF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

THE 1999 BONDS HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND EXCHANGE
COMMISSION UNDER THE SECURITIES ACT OF 1933, AS AMENDED. IN MAKING AN INVESTMENT
DECISION, INVESTORS MUST RELY ON THEIR OWN EXAMINATION OF THE ISSUER AND THE TERMS
OF THE OFFERING, INCLUDING THE MERIT AND RISK [NVOLVED. THESE SECURITIES HAVE NOT
BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY
AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE
ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE
CONTRARY IS A CRIMINAL OFFENSE.

Pursuant fo contipuing disclosure requirements promulgated by the Securities and Exchange Commission in
Qecurities and Exchange Commission Rule 15¢2-12, as amended, the Commission and the State of Indiana will enter
into a Continuing Disclosure Undertaking Agreement with Bank One Trust Company, NA, as the counterparty. For a
description of the Continuing Disclosure Undertaking Agreement, se¢ »CONTINUING DISCLOSURE."
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$96,785,000
INDIANA STATE OFFICE BUILDING COMMISSION
Facilities Revenye Bonds, Series 19994
(Miami Correctional Facility - Phase 1§

INTRODUCTION

supplemented and as further Supplemented by a Serjes 1999A Supplementa] Trust Indenture, dated ag of June 15, 1999

The Commission hag pPreviously issued under the Indenture (1) its Correctional Facilities Program Revenue
Bonds, Serjes 1995A, dated July 1, 1995, outstanding as of Jupe 1, 1999, in the principal amount of $53,630,000 (the
"1995A Bonds") and {ii) its Facilities Revenue Refunding Bonds, Serjes 1998A, outstanding as of Jyne 1, 1999, in the
principal amount of $93,020,000 (the 1998A Bonds along with the 19954 Bonds, hereinafter referred to as the "Facility
No. 1 Bonds™) for the purpose of financing and refinancing the costs of acquisition, design, construction and equipping
of 2 maximum security correctionai facility and a medium security correctional facility in Sullivan County, Indiana
(collectively, "Facility No. I"). The Facility No. ] Bonds are secured exclusively by the Payments to be made under
Use and Occupancy Agreement No. | (hereinafter defined). See "PLAN OF FINANCE" and "SECURITY AND
SOURCES OF PAYMENT FOR THE BONDS",

The Commission hag also previously issued under the Indenture and separately secured under Use and
Occupancy Agreement No. 2 (hereinafter defined), its Correctional Facilities Program Revenye Bonds, Serieg 19958,
dated September 15, 1995, outstanding as of June 1, 1999 in the principal amount of $47,975,000 (the "1995B Bonds"

exclusively by the payments to be made under Use and Occupancy Agreement No. 2 (hereinafter defined). See "PLAN
OF FINANCE" and "SECURITY AND SOURCES OF PAYMENT FOR THE BONDS". The 1995A Bonds, 1995B
Bonds and 19984 Bonds are hereinafter collectively referred o as the Prior Bonds {("Prior Bonds").
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County, Indiana ("Facility No- 3 - Phase 1), (1Y) fund the remaining costs associated with the acquisition, design,
construction and equipping of Facility No. 3 - Phase 1, (iii) fund the amount necessary to pay interest on the Series 1999

Bonds until Facility No. 3 - Phase [ is available for use and occupancy (hereinafter described) and (iv) pay the costs of
issnance of the 1999 Bonds. See "PLAN OF FINANCE," and "SOURCES AND USES OF FUNDS".

Security and Sources of Payment for the 1999 Bonds

The 1999 Bonds are limited obligations of the Commission, payable solely from and secured exclusively by a
pledge to the Trustee of the income and revenues of Facility No. 3 (hereinafter defined) that remain after payment or
provision for payment of the expenses of operation, maintenance and repair of Facility No. 3. Pursuant to the Use and
Occupancy Agreement dated as of July 1, 1999 between the Commission and the Department of Administration
(defined below) relating 10 Facility No. 3 ("Use and Occupancy Agreement No. 3"). Such income and revenues will be
derived primarily from rental payments to be received by the Commission from the Department of Administration of
the State of Indiana ("Department of Admimistration”) under Use and Occupancy Agreement No. 3. The 1999 Bonds
do not constitute an indebtedness, liability or loan of the credit of the State of Indiana ("State'") or any political
subdivision thereof within the meaning or application of any constitutional provision oF limitation, or a pledge of
the faith, credit or taxing power of the State or any political subdivision thereof. The Commission has no taxing
power. See "gECURITY AND SOURCES OF PAYMENT FOR THE BONDS."

The Act prohibits rentals from being paid under Use and Occupancy Agreement No. 3 until Facility No. 3 or 2
portion thereof (e.g. Facility No. 3 - Phase I) has been completed and such facility or portion thereof is available for use
and occupancy by the Department of Administration. The Commission anticipates that Facility No. 3 - Phase I will be
declared ready for use and occupancy on or about August 1, 1999 and at such time rentals under Use and Occupancy
Agreement No. 3 will commence to be paid. See "INDIANA STATE OFFICE BUILDING COMMISSION--Facilities
Program.” The payment of rentals pursuant to Use and Occupancy Agreement No. 3 will be subject 10 and dependent
upon funds having been appropriated by the General Assembly of the State and being available for such purpose. The
Department of Administration is not obligated to pay for the use and occupancy of Facility No. 3, but the Department
of Administration 18 required to vacate Facility No. 3 if it is shown that the terms and conditions of the use and
occupancy and the amount to be paid for the use and occupancy are unjust or unreasonable considering the value of the
services and facilities thereby afforded. If the Commission is not receiving rentals from the Department of
Administration for Facility No. 3 pursuant to Use and Occupancy Agreement NO. 3, sufficient funds may not be
available to pay debt service on the 1999 Bonds on a full and timely basis. See "SECURITY AND SOURCES OF
PAYMENT FOR THE BONDS."

Under the Indenture, one or more series of (1) additional bonds (“Additional Bonds") may be issued to finance
or refinance a Dot issued to finance all or a portion of the Acquisition Costs (as defined in Appendix C) of an
additional Facility or portion thereof ("Additional Facility" and together with Facility No. 1, Facility No. 2 and Facility
No. 3, collectively referred to as, the *Facilities") or additions t0 such Facilities or (i) refunding bonds ("Refunding
Bonds") may be issued to refund all or @ portion of any then outstanding Prior Bonds, 1999 Bonds or Additional
Ronds. The 1999 Bonds, Prior Bonds, Additional Bonds and any Refunding Bonds issued pursuant to the Indenture are
hereinafter collectively referred to as, the "Bon "). The 1999 Bonds and any Additional Bonds or Refunding Bonds
related to Facility No. 3 are referred to as "Facility No. 3 Bonds." See "SUMMARY OF CERTAIN PROVISIONS OF
THE INDENTURE - Additional Bonds" and " - Refunding Bonds" in Appendix B.

Payment of the principal of and interest on the Insured Bonds (as defined herein) when due will be insured by
a municipal bond insurance policy to be issued by Ambac Assurance Corporation ("Ambac Assurance"). See "BOND
INSURANCE." As shown on the Inside Cover Page and as further described in Appendix C, the 1999 Bonds maturing
in 2000 and a portion of the 1999 Bonds maturing in 2001 and 2002 are not insured by Ambac Assurance. All other
maturities (the balance of the 1999 Bonds maturing in 2001 and 2002 and all the 1999 Bonds maturing in 2003 and
thereafter) are insured by Ambac Assurance and herein sometimes referred to as the "Insured Bonds."
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The 1999 Bonds

The 1999 Bongs are subject to optiona] redemption, mandatory sinking fund redemption and extraordinary
redemption, all as more fully described herein. See "DESCRIPTION OF THE 1999 BONDS . Redemption,

The Official Statement

PLAN OF FINANCE

Hoosier Notes Current Refunding

The Commission anticipates that Facility No. 3 . Phase I will be substantially complete and teady for use and
occupancy on or prior to August 1, 1999 However, the Commission anticipates that certain additional cogts will be
incurred with Tespect to Facility No. 3 - Phase I afier the 1999 Bonds are issuzed. Therefore, approximately $8,750,000
of the 1999 Bonds proceeds shall be applied to pay the COsts to complete the construction and equipping of Facility No,
3 - Phase I after the 1999 Bonds are issued, Additionally, the 1999-2001 State budget authorizes the Commission to
construct Phase J| of Facility No. 3 ("Facility No, 3 . Phase I along with Facility No, 3 . Phase I are hereinafter
referred to a5 "Facility No, 3"). See “INDIANA STATE OFFICE BUILDING COMMISSION .- Facilities Program”,
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SOURCES AND USES OF FUNDS

Set forth below
interest) in connection with

is a summary of the estimated sources and use
the issuance of the 1999 Bonds:

Sources:

Principal Amount of 1999 Bonds
Net Original Issue Discount

Total Sources
Uses:

Current Refunding of Facility No. 3 Notes
Acquisition Costs of Facility No. 3 - Phase |
Capitalized Interest

Costs of issuance of the 1999 Bonds'"

Total Uses

-

M [ncluding bond insurance, Underwriters' discount, estimated le

other  expenses.

Accrued interest received upon deliv
Debt Service Fund for Facility No. 3 - Series 1999 Account under the
the interest on the 1999 Bonds due and payable on January 1, 2000.

SECURITY AND SOURCES OF PAYMENT FOR
Rental Payments and Other Net Revenues

The 1999 Bonds are limited obligations of
exclusively by a pledge to the Trustee of the income
or provision for payment of the expenses of operation,
No. 1 Bonds and Facility
secured exclusively by 2
respectively, that remain after payment OF pr
and repair of Facility No. 1 and Facility No. 2, respectiv
from and secured exclusively by a pledge to the Trustee of the income and
for which they were issued that remain after payment or provision
maintenance and repair of such Facility. The Commission anticipates
Bonds will be issued on a parity basis with the 1999 Bonds,
Acquisition Costs of Facility No. 3 - Phase 1l. See "INDIANA
- Facilities Program”. Upon the comptetion of Facility No. 3 - Phase
occupancy, the rentals for Facility MNo. 3 - Phase 11 will commence under
3 and the rentals from both Facility No.

a Pro Rata basis 10 the payment of the 1999 Bonds and such Additional
Provisions of the Use and Occupancy Agreement” in Appendix B.

maintenance and

pledge to the Trustee of the income and revenues

ely. Any

the procee

Page 4

gal, accounting,

No. 2 Bonds are limited obligations of the Commission, paya
of Facility
ovision for payment of the expenses of
Additional Bonds

for payment
that one or more series

STATE OFFICE

s of funds (exclusive of accrued

$96,785,000.00
111.100.90

:

$96,673,899.10

$85,701,991.38
8,752,978.96
1.254,305.72
964,623.04

L A

$96,673,899.10

printing, fiduciary and

ery of the 1999 Bonds will be deposited with the Trustee in the
Indenture and

used to pay & portion of

THE BONDS

the Commission, payable solely from and secured
and revenues of Facility

No. 3 that remain after payment
. The Facility
ble solely from and
No. 1 and Facility No. 2,
operation, maintenance
shall be payable solely
revenues of the particular Facility
of the expenses of operation,
of Additional
ds of which will be used to pay
BUILDING COMMISSION

Tt and it being declared ready for use and
Use and Occupancy Agreement No.
3 - Phase T and Facility No. 3 - Phase 11 shall be pledged to secure on
Bonds. See "Summary of Certain



of sixty-one legislative days in every odd-numbered year and makes appropriations for the biennium commencing on

al Assembly also meets for a maximum period of thirty legislative days in intervening
years and may make supplemental appropriations at such time, Although the General Assembly has authorized the
construction of Facility No. 3 and has determined that a continuing need exists for the use and occupancy thereof, there
is and can be under Indiana law Do requirement for the General Assembly to make appropriations for Facility No. 3 for
any fiscal year of the State (a "Fiscal Year").

and the State budget and appropriations process,)
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In accordance with the Act, the Department of Administration is not obligated to pay for the use and
occupancy of any Facility, but the Department of Administration is required to vacate such Facility if it is shown that
the terms and conditions of the use and occupancy and the amount to be paid for the use and occupancy are unjust of
unreasonable considering the value of the services and facilities thereby afforded. The Act provides that in determining
just and reasonable amounts to be paid for the use and occupancy of a Facility, the Commission shall impose and
collect amounts that in the aggregate will be sufficient to: (i) pay the expenses of operation, maintenance and repair of
the Facility, to the extent that the expenses are not otherwise provided; and (ii) leave a balance of revenues from the
Facility to pay the principal and interest (including any reserve or sinking funds) on bonds or loans as they become due
and retire them at or before maturity. However, there can be no assurance that the terms and conditions of Use and
Occupancy Agreement No. 3 and the amount to be paid for the use and occupancy of Facility No. 3 will not be shown
to be unjust or unreasonable.

The initial term of Use and Occupancy Agreement No. 3 will expire on July 1, 2001 ("Initial Term"). The
Department of Administration is under no obligation to renew Use and Occupancy Agreement No. 3 after expiration of
its initial term or amy subsequent two-year term. Use and Occupancy Agreement No. 3 will terminate pursuant to the
terms thereof and in accordance with the Act if, among other things: (a) the General Assembly does not appropriate
sufficient funds to allow the Department of Administration to make rental payments thereunder or funds are not
available to the Department of Administration to pay, when due, any sum required to be paid for use and occupancy
thereunder or (b} the Department of Administration elects not to renew Use and Occupancy Agreement No. 3 at the end
of its current term or any subsequent two-year term. See "SUMMARY OF CERTAIN PROVISIONS OF USE AND
OCCUPANCY AGREEMENTS" in Appendix B. Under Use and Occupancy Agreement No. 3, in the event the
Department of Administration is required to vacate Facility No. 3, or any portion thereof, because funds have not been
appropriated or are not available to pay any sum agreed to be paid for use and occupancy when due pursuant to such
Use and Occupancy Agreement at the end of any term, the Commission is required, under and subject to the Indenture,
to use its best efforts to re-lease Facility No. 3 to other users. See "SUMMARY OF CERTAIN PROVISIONS OF
INDENTURE - Tax Covenants" in Appendix B. However, there can be no assurance that the Commission will be able
to accomplish any such re-leasing, in whole or in part, or that, if accomplished, any such re-leasing will generate
revenues sufficient to pay debt service on the Facility No. 3 Bonds when due.

The Indenture requires the Commission to fix, establish and maintain rents, rates, fees and charges which are
reasonably expected to yield during each Fiscal Year in which a Facility or any portion thereof is available for use and
occupancy an amount which, together with any amounts in the Construction Fund under the Indenture available
therefor, is equal to at least (a) to the extent the Commission 18 obligated under the Use and Occupancy Agreements 0T
otherwise, to operate, maintain or repair a Facility or any portions thereof at its expense, 100% of such expenses of
operation, maintenance and repair during such Fiscal Year for a Facility or such portions thereof, (b) 100% of the
expenses to be incurred by the Commission in managing and administering a Facility or such portion thereof and in
complying with the covenants of the Indenture, (c) 100% of the Debt Service for the related Facility, for such Fiscal
Year, (d) 100% of the required deposits, if any, to the Debt Service Reserve Fund under the Indenture during such
Fiscal Year and, () to the extent authorized or permitted by the Act, one sixth of such amount as the Commission
annually estimates, after considering the amount on deposit in the Replacement Reserve Fund under the Indenture on
the first day of such Fiscal Year, is required to provide for the costs of major non-recurring maintenance, Tepairs,
improvements, equipment and replacements for 2 Facility or such portion thereof to be incurred through the end of the
sixth Fiscal Year commencing on the first day of such Fiscal Year. However, the Department of Administration has the
right not to renew its obligations at the end of any term under any Use and Occupancy Agreement, thereby terminating
such Use and Occupancy Agreement and its right to use and occupy the Facility subject thereto, without affecting its
right to use and occupy any other Facility under any other Use and Occupancy Agreement. The Indenture provides that
in such event, the Commission, in fixing rents, rates and fees and charges for a Facility which continues to be leased to
the Department of Administration, must not establish rents, fees or charges for such Facility in excess of such Facility's
allocable share of the amounts described in clauses (b), {¢) or {d) above, determined by taking into account the amount
of the Bond proceeds used to finance the Facility under the Indenture. Rents, fees and charges for such Facility related
to the amounts described in clauses (a) and (e) will be based on the costs directly related to such Facility.
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If for any of the foregoing reasong the Commission is not receiving rentals from the Department of
Administration for Facility No, 3 under Use and Occupancy Agreement Np, 3, sufficient finds Mmay not be available 1o
Pay Debt Service op the Facility No, 3 Bonds in full, og a timely basis. See "SUMMARY OF CERTAIN
PROVISIONS oF INDENTURE - Defaults and Remedies" i Appendix B.

The Trust Estate does not include, and holders of the 1999 Bonds will pot receive, any mortgage, lien or
security interest jn any portion of Facility No. 3 or any other Facility or rea] Property financed under the Indenure.

a separate Facility shaj) be Separately secured by the Net Revenues of such Facility pursuant to 3 Separate Use and
Occupancy Agreement, See "SUMMARY OF CERTAIN PROVISIONS oF INDENTURE . Additional Bonds" and
see “SUMMARY OF CERTAIN PROVISIONS OF INDENTURE - Refunding Bonds» both in Appendix B. The
Proceeds of any Additional Bonds will be applied as provided in 3 supplemental indentyre adopted by the Commission
Pursuant to the Indentyre (a "Supplementa] Indenture™) authorizing such Additional Bonds,

BOND INSURANCE
Payment Pursuant to Municipal Bond Insurance Policy

Ambac Assurance hag made a commitment to jsgye a municipal bopd insurance policy (the "Municipal
Bond Insurance Policy™) relating to the Insured Bonds effective as of the date of issuance of the Insured Bonds.
Under the terms of the Municipal Bond Insurance Policy, Ambac Assurance wij] Pay to the United States Trust
Company of New York in New York, New York Of any successor thereo (the "Insurance Trustee") that portion of
the principal of ang interest on the Insured Bonds which shalj become Dye for Payment but shall pe unpaid by
feason of Nonpayment by the Issuer (as such termg are defined in the Municipal Bong Insurance Policy). Ambac
Assurance will make such payments to the Insurance Trygtee on the later of the date on which such principa] and

ds
Insured Bonds, Ambac Assurance wij] remain oblig,

outstanding Insyreq Bonds on the originally scheduled interegs and principal Payment dateg including mandatory
sinking fung redemption dates, In the event of any acceleration of the principal of the Insured Bonds, the insured
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payments will be made at such times and in such amounts as would have been made had there not been an
acceleration.

in the event the Trustee has notice that any payment of principal of or interest on an Insured Bond which
has become Due for Payment and which is made to a holder of Insured Bonds by or on behalf of the Issuer has been
deemed 2 preferential transfer and theretofore recovered from its registered owner pursuant to the United States
Bankruptcy Code in accordance with a final, nonappealable order of a court of competent jurisdiction, such
registered owner will be entitled t0 payment from Ambac Assurance 1o the extent of such recovery if sufficient
funds are not otherwise available.

The Municipal Bond Insurance Policy does not insure any risk other than Nonpayment, as defined in the
Municipal Bond Insurance Policy. Specifically, the Municipal Bond Insurance Policy does not cover:

1. payment on acceleration, a8 2 result of a call for redemption (other than mandatory sinking fund
redemption) or as 2 result of any other advancement of maturity;

2. payment of any redemption, prepayment OT acceleration premium,

1. nponpayment of principal of interest caused by the insolvency Of negligence of any Trustee of Paying
Agent, if any.

If it becomes necessary to call upon the Municipal Bond Insurance Policy, payment of principal requires
surrender of the Insured Bonds t0 the Insurance Trustee together with an appropriate instrument of assignment O a$
to permit ownership of such Insured Bonds to be registered in the name of Ambac Assurance to the extent of the
payment under the Municipal Bond Insurance Policy. Payment of interest pursuant t0 the Municipal Bond
Insurance Policy requires proof of the holder of the Insured Bonds entitlement t0 interest payments and an
appropriate assignment of such bondholder's right to payment to Ambac Assurance.

Upon payment of the insurance benefits, Ambac Assurance will become the owner of the Insured Bond,
appurtenant coupon, if any, of right to payment of pr'mcipal or interest on such Insured Bond and will be fully
subrogated to the surrendering bondholder's Tights t© payment.

Ambac Assurance Corporation

Ambac Assurance isa Wisconsin-domiciled stock insurance corporation regulated by the Office of the
Commissioner of Insurance of the State of Wisconsin and licensed to do business in 50 states, the District of
Columbia, the Territory of Guam and the Commonwealth of puerto Rico, with admitted assets of approximately
S3,463,000,000 (unaudited) and statutory capital of approxi tely $1,9’70,000,0()0 (unaudited) as of March 31,
1999. Statutory capital consists of Ambac AsSurance's policyholders‘ surplus and statutory contingency reserve.

Standard and Poor's Ratings Services, a division of The McGraw-Hill Companies, Inc., Moody's Investors Service
and Fitch IBCA, Inc. have each assigned a triple-A financial strength rating to Ambac Assurance.

Ambac Assurance has obtained 2 ruling from the Internal Reverue Service to the effect that the insuring of
an obligation by Ambac Assurance will not affect the treatment for federal income taX purposes of interest on such
obligation and that insurance proceeds representing maturing interest paid by Ambac Assurance under policy
provisions substantially identical to those contained in its municipal bond insurance policy chall be treated for
federal income tax purposes in the same manner as if such payments were made by the issuer of the Bonds. No
representation is made by Ambac Assurance regarding the federal income tax treatment of payments that are
made by Ambac Assurance under the terms of the Municipal Bond Insurance Policy due to nonappropriation
of funds by the State.
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Ambac Assurance makes no Tepresentation regarding the Insured Bonds or the advisability of investing in
the Insured Bonds and makes 1O representation regarding, nor has it participated in the preparation of, the Official
Statement other than the information supplied by Ambac Assurance and presented under the heading “BOND
INSURANCE.”

Available Information

The parent company of Ambac Assurance, Ambac Financial Group, Inc. (the "Company"), is subject to the
informational requirements of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), and in
accordance therewith files Teports, proxy statements and other information with the Securities and Exchange
Commission (the "Commission"). Such Teports, proxy statements and other information may be inspected and
copied at the public reference facilities maintained by the Commission at 450 Fifth Street, N.W_, Washington, D.C.
20549 and at the Commission's regional offices at 7 World Trade Center, New York, New York 10048 and
Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661. Copies of such
material can be obtained from the public reference section of the Commission at 450 Fifth Street, NW.,
Washington, D.C. 20549 at prescribed rates. In addition, the aforementioned material may also be inspected at the
offices of the New York Stock Exchange, Inc. (the "NYSE") at 20 Broad Street, New York, New York 10005. The
Company's Common Stock is listed on the NYSE.

Copies of Ambac Assurance's financial Statements prepared in accordance with statutory accounting
standards are available from Ambac Assurance, The address of Ambac Assurance's administrative offices and its
telephone number are One State Street Plaza, 17th Floor, New York, New York 10004 and (212) 668-0340.

Incorporation of Certain Documents by Reference

The following documents filed by the Company with the Commission (File No. 1-10777) are incorporated
by reference in this Official Statement:

1. The Company's Annual report on Form 10-K for the fiscal year ended December 3 1, 1998 and filed on
March 30, 1999

2, The Company's Current Report on Form 8-K dated March 24, 1999 and filed on March 24, 1999;
3. The Company's 1999 Proxy Statement dated March 30, 1999 and filed on March 30, 1999; and

4. The company's Quarterly Report on Form 10-Q for the fiscal quarterly period ended March 31, 1999
and filed on May 12, 1999

DESCRIPTION OF THE 1999 BONDS
General Description
The 1999 Bonds are issuable as fully registered bonds and are not registerable to bearer. The 1999 Bonds are

issuable in the denomination of $5,000 or integral multiples thereof, The 1999 Bonds will be dated as of June 15, 1999,
and will be lettered and numnbered consecutively from 99-] upwards.
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Interest on the 1999 Bonds will be payable on January 1 and July 1 of each year, commencing January 1, 2000
(each an "Interest Payment Date"). The 1999 Bonds will bear interest (calculated on the basis of a 30-day month and a
360-day year) at the rates and will mature on the dates and in the principal amounts set forth on the inside cover page of
this Official Statement. Each 1999 Bond will bear interest from the Interest Payment Date next preceding the date on
which it is authenticated unless it is (a) authenticated after the fifteenth day of the month prior to an Interest Payment
Date (a “Record Date”) and on ot before the following Interest Payment Date, in which event it shall bear interest from
such Interest Payment Date, or (b) authenticated prior to the closing of business on the Record Date preceding the first
Interest Payment Date, in which event it shall bear interest from June 15, 1999; provided, however, that if, at the time of
authentication of any 1999 Bond, interest is in default, such 1999 Bond will bear interest from the date to which interest
has been paid.

For so long as the 1999 Bonds are registered in the name of DTC or its nominee, payments of principal of and
redemption premium, if any, and interest on the 1999 Bonds will be paid by the Paying Agent only to DTC or its
nominee. Neither the Commission, the Paying Agent nor any other Fiduciary will have any responsibility for a
Beneficial Owner's receipt from DTC or its nominee, or any from any DTC Participant or Indirect Participant, of any
payments of principal of or redemption premium, if any, or interest on any 1999 Bonds. See *Book-Entry-Only
System.”

In the event the 1999 Bonds are no longer registered in the name of DTC or its nominee, or any other clearing
agency, interest on the 1999 Bonds will be paid by check of the Paying Apgent mailed on or before the business day
prior to each Interest Payment Date to the registered owners or registered assigns appearing on the registration books
maintained by the Bond Registrar as of the close of business on the most recent Record Date; provided, however, that a
registered owner of at least $1,000,000 aggregate principal amount of 1999 Bonds may request to receive payment of
interest on any Interest Payment Date by wire transfer, upon written instructions to the Trustee not less than five
business days prior to the Record Date immediately preceding such Interest Payment Date, which instructions will
remain in effect until revoked in writing by such owner. In the event the 1999 Bonds are no longer registered in the
name of DTC or its nominee, Or any other clearing agency, the principal of and redemption premium, if any, on the
1999 Bonds will be payable at the corporate trust operations office of the Paying Agent, in Columbus, Chio.

Redemption

.on. The 1999 Bonds maturing on or after July 1, 2010 are subject to optional redemption
in the principal amount and maturity or maturities selected by the Commission, and within any single maturity by lot in
such manner as may be designated by the Trustee, in whole or in part at any time on or after July 1, 2009, at redemption
prices (expressed as percentages of the principal amount of the 1999 Bonds to be redeemed) set forth in the table below,
plus accrued interest to the redemption date:

Redemption Period

. Red o0 Pri
Tuly 1, 2009 through June 30,2010 101.0%
July 1, 2010 through fune 30, 2011 100.5%
July 1,2011 and thereafter 100.0%

:on. The 1999 Bonds are, at the option of the Commission, subject to extraordinary
redemption prior to their stated maturities, at any time upon notice given within the time, in the manner and with the
effect provided by the Indenture, upon the occurrence of any of the following events: (2) Facility No. 3 is totally or
substantially destroyed and the amount of insurance mMoney received on account thereof by the Trustee is sufficient to
pay all of the principal of and accrued interest on such Bonds outstanding atlocable to Facility No. 3, (b) thete is a total
or substantial failure of title with respect to Facility No. 3, or (c) there is a taking by condemnation or eminent domain
of Facility No. 3; provided, that all Bonds outstanding allocable to Facility No.3 (and only such Bonds) must be

Page 10



redeemed pursuant to this provision. In the event Facility No, 3 is damaged or destroyed, Facility No. 3 may, under
certain circumstances, be repaired, replaced or reconstructed, See “SUMMARY OF CERTAIN PROVISIONS OF
INDENTURE - Insurance, Completion of Performance” in Appendix B.

In the event of such an extraordinary redemption, the redemption price of 1999 Bonds will be 100% of the
principal amount of the 1999 Bonds being redeemed Plus accrued interest to the redemption date but without any
Premium,

j ; i . If fewer than al] of the 1999 Bonds within a single maturity are
called for redemption prior to maturity, the particular 1999 Bonds or portions thereof to be redeemed will be selected
by the Trustee in such manner as the Trustee, in jts discretion, may deem to be fair and appropriate. For any 1999 Bong
called for prior redemption in a denomination of more than $5,000, the portion of such Bond to be redeemed will be in

2 principal amount equal to $5,000 or 2 multiple thereof In selecting portions of 1999 Bonds for redemption, the

For so long as the 1999 Bonds are registered in the name of DTC or its nominee, the Trustee wiJ] select for
redemption only 1999 Bonds or portions thereof registered in the name of DTC or its nominee, in accordance with the
preceding paragraph. Neither the Commission, the Trustee nor any other Fiduciary will have any responsibility for
selecting for redemption any Beneficial Owners' interests in the 1999 Bonds. See "Book~Entry-OnIy System.”

For 50 long as the 1999 Bonds are registered in the name of DTC or its nominee, the Trustee wil] send notices
of redemption of 1999 Bonds only to DTC or its nominee, in accordance with the preceding paragraph. Neither the
Commission, the Trustee nor any other Fiduciary wil] have any responsibility for any Beneficial Owners' receipt from
DTC or its nominee, or from any DTC Participant or Indirect Participant, of any notices of tedemption. See “Book.
Entry-Only System.”
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Transfer and Exchange

The 1999 Bonds may be transferred or exchanged by any RBondholder or any Bondholder's duly authorized
attorney at the corporate trust operations office of the Bond Registrar in Columbus, Ohio, to the extent and upon the
conditions set forth in the Indenture, including the payment of a sum sufficient to cover any fax, fee or other
govemmental charge for any such transfer or exchange that may be imposed upon the Commission OF the Bond
Registrar. The Bond Registrar will not be required (2) 10 transfer or exchange any 1999 Bonds during the period of
fifteen days prior to any selection of such Bonds to be redeemed until after the mailing of a notice of redemption, or

{b) to transfer of exchange any 1999 Bonds called for redemption.

For so long as the 1999 Bonds are registered in the name of DTC or its nominee, the Bond Registrar will
transfer and exchange 1999 Bonds only on behalf of DTC or its nominee, in accordance with the preceding paragraph.
Neither the Commission, the Bond Registrar nor any other Fiduciary will have any responsibility for transferring of

exchanging any Beneficial Owners’ interests in the 1999 Bonds. See "Book-Entry-Only System.”
Book-Entry-Only System

The Depository Trust Company ("DTC"), New York, New York, will act as securities depository for th

Ronds. The 1999 Bonds will be issued as fully-registered sec ities registered in the name of Cede & Co. (DTC's
partnership nominee). One fully-registered 1999 Bond certificate will be issued for each maturity of the 1999 Bonds, in
the apgregate principal amount of such issue, and will be deposited with DTC. The 1999 Bonds will initial

available for purchase only in book-entry only form in authorized denominations.

DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization” within the meaning of the New York Banking Law, 2 member of the Federal Reserve System, a "clearing
corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing agency" registered
pursuant 1o the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds securities that its
participants ("Participants") deposit with DTC. DTC also facilitates the settlement among Participants of securities
transactions, such as transfers and pledges, in deposited securities through electronic computerized book-entry changes

in Participants’ accounts, thereby eliminating the need for physical movement of securities certificates.

Participants include sec ties brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations. DTC is owned by a mumber of its Direct Participants and by the New York Stock Exchange, Inc., the
American Stock Exchange, Inc., and the National Association of Securities Dealers, Inc. Access to the DTC system is
also available to others such as securities brokers and dealers, banks, and trust companies that clear through or maintain

a custodial relationship with a Direct Participant, either dmectly of indirectly ("Indirect Participants™). The

applicable to DTC and its Participants are on file with the Securities and Exchange Commission.

Purchases of 1999 Bonds under the DTC system must be made by or through Direct Participants, which will
receive a credit for the 1999 Bonds on DTC's records. The ownership interest of each actual purchaser of each 1999
Bond ("Beneficial Ownet") is in tumn to e recorded on the Direct and Indirect Participants’ records. Beneficial Owners
will not receive writien confirmation from DTC of their purchase, but Beneficial Owners are expected to receive
written confirmations providing details of the transaction, as well as periodic statements of their holdings, from the
Direct or Indirect Participant through which the RBeneficial Owner entered into the transaction. Transfers of ownership
interests in the 1999 Bonds are to be accomplished by entries made on the books of Participants acting on behalf of
Beneficial Owners. Beneficial Ownets will not receive cerfificates representing their ownership interests in 1999

Bonds, except in the event that use of the book-entry system for the 1999 Bonds is discontinued.

To facilitate subsequent transfers, all 1999 Bonds deposited by Participants with DTC are registered in the
name of DTC's partnership nominee, Cede & Co. The deposit of 1999 Bonds with DTC and their registration in the
name of Cede & Co. effect no change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners
of the 1999 Bonds; DTC's records reflect only the identity of the Direct Participants to whose accounts such 1999
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Bonds are credited, which ™May or may not be the Beneficial Owners. The Participants wip) Temain responsible for
keeping account of their holdings on behats of their customers.

Conveyance of notices and other comminicationg by DTC to Direct Participants, by Direct Participants to
Indirect Participants, ang by Direct Participants angd Indirect Participants 1o Beneficial Owners will pe governed by
arrangements among them, subject to any statutory or regulatory Tequirements ag may be in effect from time 1o time,

0. will consent or vote with respect to 1999 Bonds. Under its yspa] Procedures,
DTC mails an Omnibus Proxy to the Commission, as issuer, as soon as possible afier the record date. The Omnibys
Proxy assigns Cede & Co.'s consenting or voting rights to those Direct Participants 1q whose accounts the 1999 Bongs
are credited on the record date (identified iy, 5 listing attacheqd to the Omnibyg Proxy).

held for the accounts of customers in bearer form Or registered in "street name," and wil] pe the responsibility of such
Participant and not of DTC, the Paying Agent, any other Fiduciary or the Commission, subject to any statutory or
regulatory Tequirements a5 may be in effect from time 1o time. Payment of principal ang interest to DTC is the
responsibility of the Commission or the Paying Agent or any other Fiduciary, disbursement of such payments to Direct
Participants shal) be the responsibility of DTC, and disbursement of such payments to the Beneficia] Owners shall be
the Tesponsibility of Direct and Indirect Participants,

The Commission may decide to discontinue yse of the system of book—entry transfers through DTC {or a
Successor securities depositozy). In that event, 1999 Bond cettificates wil] be printed apd delivered,

DTC has informed its Participants and other membets of the financia} community that jt hag developed and is
implemenﬁng a program so that js Computer applicationg Systems and the like for Processing data, a5 related to
Payment of distributiong to security holders, book-entry deliveries and settlement of trades within DTC continue to
function appropriately. See “YEAR 2000 READINESS DISCLOSURE”

The information concerning DTC angd DTC's book-entry System has been obtajneq from DTC, ang neither the
Commission, the Trustee, the Financial Advisor, the Underwriters nor the Trustee take any responsibility for the
accuracy thereof,

Revision of Book-Entry-Only System
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as the holder of such 1999 Bonds may direct in accordance with the Indenture. Any expenses of sucha discontinuation
and transfer, including any eXpenses of printing new certificates 10 evidence the 1999 Bonds, will be paid by the
Commission.

INDIANA STATE OFFICE BUILDING COMM[SSION
General

The Indiana State Office Building Commission is 2 public body corporate and politic. Although it is separate
from the State, the exercise by the Commission of its powers constifutes an essential govemmental function. Pursuant
to the Act, the Commission may issue bonds, but any bonds issued by the (Commission are corporate obligations only of
the Commission and are payable solely from and secured exclusively by the pledge of the income and revenues of the
Facility financed by such bonds that remain after payment OT provision for payment of the expenses of operation,
maintenance and repair of such Facility, t0 the extent that expenses of operation, maintenance and tepair are not
otherwise provided. The Comrnission has no taxing power, and any indebtedness incurred by the Commission does not
constitute an indebtedness of the State within the meaning or application of any constitutional provision of limitation.

(See Appendix A for further information about State indebtedness.)
Powers Under the Act

Under the Act, the Commission may, amons other things: () acquire, 0w, manage, operate, hold, clear,
Amprove, construct facilities on, sell, assign, exchange, transfer, convey, lease, mortgage of otherwise dispose of or
encumber real property, 0f interests therein OF facilities thereon, where such use 18 pecessary Or appropriate t0 the
urposes of the Commission; and (b) borrow funds as set forth in the Act and issue revenue bonds of the Commission,
payable solely from revenues, as set forth in the Act, O from the proceeds of bonds issued under the Act and earnings
thereon, or from both, for the purpose of carrying out its purposes under the Act, including paying all or any part of the
cost of acquisition or construction of any one or more facilifies, OF for the purpose of refunding any other bonds of loan
contracts of the Clommission.

Facilities Program

| The Commission is empowered 10 borrow funds and issue revenue bonds, payable solely from
revenues as set forth in the Act, of from the proceeds of bonds issued under the Act and earnings thereon, to acquire,
construct and equip Facilities. The Act defines "Facilities” t0 include all or any part of one or MOTe buildings, structures
or improvements of parking areas, owned or leased by the Commission OF the State for the purpose of : (i} housing the
personncl or activities of state agencies Of branches of state government (1) providing transportation of parking for state
employees of persons having business with state government; o (iii) providing a building, structure oF improvement for
the custody, care, confinement oI treatment of commitied persons by the State's Department of Correction.

ilities. The Comumission has completed 2 working, multi-project site acquisition and
coordination, construction and renovation program adjacent to the State House, in Indianapolis, the State capitol,
known as the Indiana Government Center Master Plan, relating to certain state office buildings and parking facilities.
The Commission has issued and may continue to issue debt obligations to provide fands for financing or refinancing
the implementation of the Indiana Government Center Master Plan. See Appendix A, "CERTAIN FINANCIAL AND
ECONOMIC INFORMATION ON THE STATE OF INDIANA - STATE INDEBTEDNESS."

Mm,mmﬁ In 1991, in response to the State's existing and projected ptison capacity and
population, the General Assembly amended the Act, in P L 240-1991(ss2), t0 authorize the Commission to finance the
acquisition, design, construction and equipping of all or any part of one or more buildings, structures OF improvements
owned or leased by the Commission of the State for the custody, care, confinement OF treatment of co! itted persons
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The Commissijop expects that Facility No, 1, Facility No. 2 and Facility No. 3 have been and will be designed
and constructed ip substantia] compliance with current federal and State constitutional agd stafutory standards for
custody and treatment of offenders. However, federal and State standards for custody and treatment of offenders,
1 i i ties and s i

north of Vincenpeg {Knox County). U s, 41, a four-lane highway, is the western boundary of the site,

The mediym Secunty facility for aduj; male offenders s 5 multi-building complex adjacent to the maximum
security facility. Offenders are confined wnhm several separate housing_ units infside a security perimeter, This portion

Facility No. 1 was completed in phases, which phases were available for use and occupancy on June 1, 1993,
May 1, 1995 and June |, 1997,

County), in western Indiang Rockville js approximately 25 mjleg north of Terre Haute (Vigo County),
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Facility No. 2 1 called the Rockville Correctional Facility and provides five medium security housing units for
femnale adult offenders with 2 maximum capacity of 900 offenders. The complex includes the following buildings:
Food Service, Segregation, Recreation, Maintenance, Warehouse, Laundry, Administration, Offender Services and a
Gatehouse. Facility No. 2 was available for use and occupancy as of June 1, 1998.

Facility No.3 - Phase [. Facility No. 3 - Phase 1is referred to as the Miami Correctional Facility Phase I and
consists of a medium security correctional facility situated on appmximately 100 acres on the former Grissom Air
Force Base in north-central Indiana. Facility No. 3 - Phase 1 is located almost ten miles south of the City of Peru
(Miami County) along U.S.31.

Facility No. 3 - Phase 1 will provide six housing units inside a security perimeter for male adult offenders
which will accommodate 1,200 offenders. There will be a minimum-security housing unit, outside the security
perimeter, housing 200 male offenders. Facility No. 3 - Phase I will also include the following buildings: Recreation,

Offender Services, Administration, Food Service, Industries, Segregation, Utility, Warehouse and Maintenance.

The Comimission anticipates that Phase 1 of Facility No. 3 will be available for use and occupancy as of
August 1, 1999.

The approved 1999-2001 State pudget includes authorization to the Commission 10 construct Phase 11 of
Facility No. 3. Facility No. 3 - Phase 11 is anticipated to provide eight housing units inside the gsecurity perimeter
constructed for Facility No. 3 - Phase I. These housing units will house 1,600 medium security adult male offenders in
eight cellbtocks. The Commission also anticipates that an offender services building and an industries building will
provide the bulk of the services offered to the offenders occupying these facilities (i.e. medical/counseling needs,

programning such as education and substance abuse, and industrial type job training).- Recreational opportunities will
also be afforded to the offenders occupying these facilities with the construction of a recreation building.

Organization and Membership of the Commission

The Commission consists of the following members: the Governot, Who SETVes as chairman; the Lieutenant
Govemor, who serves as vice chairman; the State Budget Director, who serves as secretary; the State Treasurer, who
serves as treasurer, the Commissioner of the Department of Administration; the State Auditor; and seven persons
appointed by the Governor, no more than four of whom may be of the same political party. Of those seven members
appointed by the Governor, (a) one must be either an architect Or an engineer registered in the State; (b) one must be a
general mechanical or electrical contractor with not less than ten years of experience in nonresidential types of
construction; (¢) one must be a cextified public accountant with not less than five years of experience in public building
bond financing; and (d) one must be a person with experience and knowledge in the field of architectural history of the
preservation of historical buildings.

The terms of the current Governor and Lieutenant Governor will each expire in January, 2001, while the terms
of the current State Treasurer and the current State Auditor will expire on February 10, 2003, and Decembert 1, 2002,
respectively. The seven members appointed by the Govetnor are each appointed for terms of four years, during which
they may not hold any other public office. The terms of all current appointed members of the Commussion will expire
on July 1, 2001, but the Governor may reappoint any Of all of them to additional terms.

Seven members constitute a quoruim. The affirmative votes of at least seven of the members, however, are
necessary for any action to be taken by the Commission.

The Commission may employ an executive director (the "Executive Director”) as the chief administrative
officer of the Commission, charged with the general supervision of the Commission's work, subject 10 policies adopted
by the Commission. Susan Williams 1s the Executive Director of the Commission. Joe Wiesinger is Chief Deputy
Director.
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Frank O'Bannon Chairman Governor

Joseph E, Keman Vice Chairman Lieutenant Governor

Peggy Boehm Secretary State Budgey Director

Tim Berry Treasurer State Treasurer

Connie Nasg Member State Auditor

Betty Cockrum Member Commissioner, Department of Administration

Eleanor F. Bookwalter Member* Architectyra] Histon'an, Carme], Indiana

Kenneth 1 DeLap Member* President and Chajrmgan of the Board, SIGECO Inc.,,
Columbus, Indiana

Keith G. Hedinger Member* Owner, Hedinger Beverage Dislributing, Jasper, Indiana

Kipper Tew Member+ Government Relations, Public Service Indiana,

lanapolis, Indiana

Robert Batteast Member* President, Batteast Conslmction, South Bend, Indiana

Myron H, Frasier Member* Owner, Frasier's Gourmet Foods, Inc Fishers Indiang
Retired Managing Partner, j1.y. Umbaugh & Associates
Certified Public Accounts, LLP

Brad Chambers Member* President, Buckjngham Companieg

*Appointed by the Governor

Summary of Ourstanding Facilities Deby

No portion of the revenues and funds pledged for Payment of any of the Capitol Complex Revenye
Bonds will pe available for Payment of the Principal of or redemption Premium, if any, or interest op the 1999
Bonds or any other Bonds,

ies. The following tabje Summarizes the depy service fequirements of the Bonds issued ang

outstanding under the Indenture including the 1999 Bonds. The Facility No. | Bonds and the Facility No. 2 Bonds are
Separately secured by the net Tevenues of Facility No, | and Facility No, 2 Wwere issued pursyany to the respective Use
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See "S CURITY AND SOURCES OF PAYMENT FOR THE BONDS" and Appendix A, “ECONOMIC AND
FINANCIAL STATEMENT FOR THE STATE OF INDIANA - State Indebtedness”.

FACILITY NO. 1 FACILITY NO. 2 FACILITY NO. 3

BONDS BONDS BONDS
1228_3_39114-5 1995A Bonds ﬁgﬁﬂﬂﬂ.ﬂ@ 1999 Bonds

Amount $93,020,000 $53,220,000 $46,750,000 $96,785,000

Qutstanding

Upon Delivery

of 1999 Bonds

Interest Rates 3.90% - 5.50% 435% - 5.50% 425% - 6.25% 4.125% - 5.50%

Maturities 7/1/2001 - 7/1/2016 7/1/1999 - 7/1/2020 7/1/1999 - 7/1/2020 7/1/2000 - 7/1/2019

The aggregate principal amount of all outstanding Facility No. 1 Bonds, Facility No. 2 Bonds and Facility
No. 3 Bonds, as of the date of delivery of the 1999 Bonds, will be $289,775,000. The maximum apnual aggregate
amount of principal and interest due on all cutstanding Facility No. 1 Bonds, payable from rental payments received
during any Fiscal Year for the use and occupancy of Facility No. 1 is $12,005,900. The maximum annual aggregate
amount of principal and interest due o1 all outstanding Facility No. 2 Bonds, payable from rental payments received
during any Fiscal Year for the use and occupancy of Facility No. 2 is $3,892,175. The maximum annual aggregate
amount of princt al and interest due on all outstanding Facility No. 3 Bonds, payable from tental payments received

during any Fiscal Year for use and occupancy of Facility No. 3is $7,943,862.50.

. The Commission issued its Tax Exerpt Commercial Paper, Hoosier Notes, Series A,
authorized m at amount not 10 exceed $150,000,000 (the “Hoosier Notes”)- Appmximately $86,300,000 of the
procecds of the Hoosier Notes (“Facility No. 3 Notes”) were used to provide moneys to finance the Acquisition Costs
of Facility No. 3 priof 10 the issuance of the 1999 Bonds. The Hoosier Notes ar¢ secured by 2 cevolving credit facility
established undet 2 credit agreement by and between the Commission and NBD Bank, N.A., dated as of February 1,
1999 (the “Credit Agreement”). As of the date of this Official tatement, the Cornrnission has Hoosier Notes
outstanding in the aggregate principal amount of $135,300,000. Approximately, $85,700,000 of 1999 Bond proceeds

will be used to refund on @ current basis the Facility No. 3 Notes.

In the future, the Commission anticipates the continuing use of this tax-exemnpt commercial paper program as
an interim financing mechanism 10 provide funds to finance all or a portiont of certain Facilities prior 10 the issuance of
bonds for such Facilities. The Commission's obligations relating to a0y tax-exempt commercial paper program will be

separately secured from the 1999 Bonds.

1f authorized by the General Assembly, the Commission may jssue bonds of other debt obligations 10 finance
additional Facilities as part of the Indiana Govemnment Centex Master Plan, the Correctional Facilities Program Of for
other authorized Facilities or purposes- Such bonds 0f other debt obligations issued to finance any authorized Facilities
may be issued either under the Indenture or under one or More separate indentures. Any serjes of Bonds issued under
the Indenture for a particular Facility may be jssued on 2 parity basis. Bonds issued under the Indenture for separate
Facilities will be separately secured pursuant 1o 2 separate Use and Occupancy Agreement for such Facility. The type,
amount and timing of the issuance of any additional ponds or other debt obligetions afre subject to 2 number of
conditions that cannot be predicted at the present time. including, but not limited to, the evolutionary nature of the

Indiana Govemment Centet Master Plan and the Correctional Facilities Prograim, the scheduled completion of property
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maximum Security prisong.

facilities exceed Capacity by 34%. In addition, more than 1500 offenders are being held temporarily in county jails and
over 700 offenders are being held temporarily in contract beds. Evep with the acquisition and ¢onstruction of Facility
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The Department of Administration is responsible for the provision of certain administrative services to State
agencies and is headed by 2 Commissioner Who is appointed by and serves at the pleasure of the Governor. The
Commissioner, who is required t0 be well-versed in administrative management and in the affairs of State governznent,
directs a staff of more than 500 employees. Betty Cockrum is the Commissioner of the Department of Administration.

Indiana Code 4-13-1 empowers the Department of Administration 10 execute and administer all appropriations
as provided by Jaw and to execute and administer all laws that Impose Juties and functions upon the executive
department of government. The Department of Administration also supervises and regulates the making of contracts by
State agencies.

The Department of Administration is responsible for assigning office space, storage space and parking
facilities for State agencies in accordance with Indiana Code 4-13-15. In carrying out its responsibilities, standards are
required 10 promote increased efficiency through the grouping of interrelated State agencies and must facilitate public
access to State govemnment and ensure that State offices will be centrally located in urban areas, unless such location
would not serve the interests of efficiency, economy and accessibility. The Department of Administration then assigns
the appropriate space in or on real property owned or leased by the State, and, with the approval of the Govemor, leases
the space for the use of State agencies.

The Department of Administration must also prepare and make available for public inspection an annual
report of office space, storage space and parking facilities leased for State offices In each county. Indiana Code 4-13-2-
14.1 and 4-13-15-5 provide that, subject to certain exceptions, a contract to which 3 State agency 1s 2 party, including
the Use and QOccupancy Agreements, must be approved by the head of the State agency, the Commissioner of the
Department of Administration, the State Budget Director, the Governot and the Attorney General, By law, 2 ease may
provide for the State to make jmprovements on the leased premuses f authorized by the public works division of the
Department of Administration, and may provide for payment 10 the Jessor at any time during the term of the lease for
leasehold improvements made by the lessor. No lease may extend for a term of more than four years. The State may,
however, 1enew a lease for guccessive terms.

LITIGATION

At the time of delivery of the 1999 Bonds, the Commission will certify that there is no litigation of other
proceeding pending or, t@ the knowledge of the Commission, threatened in any court, agency or other administrative
body affecting the existence of the Commission, the title of its officers 10 their respective offices, or seeking 10 restrain
or enjoin the issuance or delivery of the 1999 Bonds, or the collection of the revenues Of receipts derived from Use and
Qccupancy Agrecment No. 3, pledged or 10 be pledged to pay the principal of, redemption premium, if any, and interest
on the 1999 Bonds, or in any way contesting oT affecting the 1ssuance, execution, delivery, payment, security ot validity
of the 1999 Bonds, or in any way contesting or affecting the validity ot enforceability of the Indenture and the Use and
Qccupancy Agreement No. 3, (hereinafter defined), or contesting the exclusion from gross income of interest O the
1999 Bonds for federal income tax purposes, of contesting the powers of the Commission, oT a0y authority for the 1999
Bonds, the Indenture, OF Use and Occupancy Agreement No. 3, or contesting in any way the completeness, accuracy of
faimess of this Official Statement 0T materially and adversely affecting the financial condition of the Commission. For
a discussion of litigation involving the State, se¢ " FTIGATION" in Appendix A.

YEAR 2000 READINESS DISCLOSURE
japa. Prior to the 1996 session of the General Assembly, the State, with the assistance of a
national accounting firm, conducted an assessment of the State's Year 2000 computer problem. In 1997, the State
established a "Year 2000 Office” and contracted with 2 national software development firm recognized for its
expertise with compuier hardware and software applications 10 help manage the State's Year 2000 compliance
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According o DTC, the foregoing infonnaﬁon With respecy to DTC pag been Provided to the Industry £,
informaﬁonal Purposeg only and is poy Intended ¢ Serve ag 5 Tepresentation, Warranty, or Contract Modification of any

. Federa] regulatory agencies Tecommended that afj financja] institutiong have
their programming Changes ang interna) testing for mission-cﬁu'cal applicatiopg substantiauy Complete py Decembey

31, 1998 As of Februazy 28, 1999, over 90% or Bank Ope Corporatxon’s (the Trustees Parent Corporation) affecied

trust System, bopg Processing ang Payment sygte,, WeTe certifieq as complian; prior to December 31, 1998 Bank Ope
Corporation s COTporate- wide data Centers, te!cconununican'ons Systems, Security Systems, desktop PCs ang servers, and
: . 5.

. dition, 5 risk Managemeny Strategy is in Place 1 address desktop and phygie. tructure,
€quipment, Vendor apg businegs Parter Teadiness, a4 Contingency plann.ing. The Trustee anticipateg that ajj Syste;
and procesgeg will be fully Prepared for the Year 2000,

By June 30, 1999 the Trustee g scheduled 10 complete interpa] and externg) terface testing, including lesting
with DT, iti

Year 1900 ap € Year 200 , Comm wn as th 2K problem Pany jg assessing the nisks to jtg
Usinesses (i luding mbac Assurance) related 1o functionay; of its Compuyter Systems ang those of third
Parties, yequ, 2000 readineg disclogyre for the Com any is set forth nagemens's Discussio, and Analysss o)

reference herein, The Company is using interna} and externg) Tesources ang Estimates jg Y2K Project cogtg to be
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g1.1 million, all of which was charged t© 1993 operating expense. With respect 1© Ambac Assurance, the plan was
completed OB March 31, 1999 and consisted of three phases: Mm assessment and impact analysis (including
inventory and code scanning)s v3) testing and 1eview, and (3) remediation- Although there are 00 indications that
Ambac Assurancc‘s internal gystems will be non-compliant, managcment is in the process of developing contingent

procedures in the event its critical systems should fail.

A potential exposure 0 Ambac Assurance is the failure by any ipsured 1s8UeT to make debt service
payments due to an igsuer’s systems failure. AR ;ssuer's failure to make debt service payments due to YZK related
gystems failures could result in a claim under a0 Ambac Assurance insurance policy- n such event, Ambac
Assurance would utilize its sources of tiquidity to pay claims. Ambac Assurance would expect full recovery of such
claims when 2K problems are resolved.

No assurance 1% made regarding the uitimate osutcome of the Company's plan and external failures (such as
failures affecting gecurities exchanges of funds and gecurities cleanng organizations) could have @ material adverse
impact on {he operations of the Compary and its subsidiarics, including Ambac Assurance.

The information concerning the Ambac Agsurance’s Year 2000 readiness has been obtained from Ambac
Assurance, and neither the Commission, the Financial Advisor nor the Underwriters take any respons'bility for the
accuracy thereof.

decisions, regulations and Tulings interest op the 1999 Bonds i excludable from gross INCOME under Section 103 of the
Code, for federal income tax purposes: This opinion relates only to the exclusion from gross income of interest ot the
1999 Bonds for federal income fax purposes under Section 103 of the Code and is condiﬁoned on continuing
compliance by the Commission with the Tax Covenants (hcreimfter defined). Failure t© comply with the Tax

Nrposes retroactive 10 {he date of 1858 In the opinion of Bond Counsel
regulations and rulings, jpterest on the 1999 Bonds is exempt from income taxation in the State of Indiana. See
Appendix B for the form of opinion of Bond Counsel.

The Code imposes certain requirements, which must be met subsequent 10 the issuance of the 1999 Bonds asd
condition ©@ the exclusion from gross income of interest on the 1999 Bonds for federal income tax purposes- The
Commission will covenant not to take any action, 1ot fai} to take any action withi® jts power with respect 1© the 1999

the 1999 Bonds pursuan o Section 103 of the Code (collecﬁvely, wTax Cove The Indenture and certain
certificates and ents to be delivered on the date of delivery © 1999 Bonds establish procedures under whic
compliance Wi the requirement of the Code cant pe met. 118 pot an even { default under the Indenture e

interest on the 1999 Bonds is not excludable from gross NCOME for federal income 2% purposes OF otherwise pursuant
to any provision of the Code which is not in effect on the date of the issuance of the 1999 Bonds.

The interest Oft the 1999 Bonds is not 2 specific preference jtem for purposes of the federal individual Of
corporate alternative [pinimum taxes: Howevet, interest ont the 1999 Bonds is mcluded 1 adjusted current carnings
calculating corporale alternative minimuTm {axable income for purposes of the corporatle alternative minimum ta%.

Indiana Code 6-5.5 imposes 3 franchise tax O certain taxpayers (as defined in Indjana Code 6-5.5) which, 1t

general are all corporations ransacting {he business ofa financial institution 10 Indiana. The franchise 12% is measured

in part by jnterest excluded from gross income undet Gection 103 of the Code minus associated expenses disallowed
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under Section 265 of the Code. Taxpayers should consult thejr Own tax advisers regarding the impact of this legislation
on their ownership of the 1999 Bonds.

Although bond counsel has rendered an opinion that interest op the 1999 Bonds is excludable from federa)
gross income and exempt from State income tax, the accrual or receipt of interest on the 1999 Bonds may otherwise
affect a 1999 Bondholder's federa] income or state income tax liability. The nature and extent ¢! these other tax
consequences will depend upon the 1999 Bondholder's particular tax status and a 1999 Bondholde ', other items of

considered to be issued with original issye discount. The difference between the initial public offering price of each
Maturity of the Discount Bonds, or portions thereof, as set forth on the insjde cover page of this Official Statzment
{assuming it is the first price at which a substantial amount of that maturity, or » portion thereof, jg sold) (the "Issue
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Owners who purchase Discount Bonds in the initial public offering but at a price different from the Issue Price
for such maturity should consult their own tax advisors which respect to the tax consequences of the ownership of the

Discount Bonds.

The Code contains certain provisions relating to the accrual of original issue discount in the case of subsequent
purchasers of bonds such as the Discount Bonds. (wners who do not purchase Discount Bonds in the initial public
offering should consult their own tax advisors with regard to the other tax consequences of owning the Discount Bonds.

Owners of Discount Bonds should consult their own tax advisors with respect to the state and local tax
consequences of owning Discount Bonds. It is possible under the applicable provisions governing the determination of
state and local income taxes that accrued interest on the Discount Bonds may be deemed to be received in the year of

accrual even though there will not be a corresponding cash payment until a later year.

AMORTIZABLE BOND PREMIUM

The 1999 Bond maturity schedule shown on the inside cover page of this Official Statement sets forth the
interest rates and yield to maturity (or yield to the par call date) for each maturity (or po. ions thereof) of the 1999
Bonds. Certain of the 1999 Bonds have a yield to maturity (or yield to the par call date) that is less than the stated
interest rate (collectively, the "Prernium Bonds™)- The initial offerng price of the Premium Bonds is greater than the
principal amount payable at maturity, and as 2 result, the Premium Bonds will be considered to be issued with

amortizable bond premium (the “Bond Premium”). An owner who acquires a Prermum Bond in the initial public

offering of the 1999 Bonds will be required to adjust the owner’s basis in the Premium Bond downward as a I¢&

sult of

the Bond Premium, pursuat to Section 1016(a)(5) of the Code. Such adjusted tax basis will be used to determine
taxable gain or loss upon disposition of the Preruum Bonds, including sale, redemption or payment at maturity. The
amount of amortizable Bond Premium will be computed on the basis of the taxpayer’s yield to maturity, with

compounding at the end of each accrual period. Rules for determining (i) the amount of amortizable Bond Premium
and (ii) the amount amortizable in a particular year are set forth in Section 171(b) of the Code. No income fax
deduction for the amount of amortizable Bond Premium will be allowed pursuant to Section 171(a)(2) of the Code, but
amortization of Bond Premium may be taken into account as a reduction in the amount of tax-exempt ncome for
purposes of determining other tax consequences of owning Premium Bonds. Owners of the 1999 Bonds should
consult their tax advisors with respect to the precise determination for federal income tax purposes of the treatment of
Bond Premium upon the sale or other disposition of such Premium Bonds and with respect to the state and local tax

consequences of owning and disposing of Premium Bonds.

Special rules governing the treatment of Bond Premium, which are applicable to dealers in tax-exempt
securities are found at Section 75 of the Code. Dealers in tax-exempt securities are urged to consult their tax advisors

concerning treatment of Bond Premium.

ENFORCEABILITY OF REMEDIES

The enforceability of the rights and remedies of the Trustee or holders of the 1999 Bonds under the Indenture,
the enforceability of the rights and remedies of the Commission under a Use and Occupancy Agreement, the
enforceability of the rights and remedics of any other party under any other agreement in this financing, and the
availability of remedies to any party seeking to enforce the pledge of the Trust Estate, including the pledge of the
rentals under a Use and QOccupancy Agreement (collectively, the "Pledges™), are in many 1espects dependent upon

regulatory and judicial actions which are often subject to discretion and delay. Under existing constitutional

statutory law and judicial decisions, including specifically Title 11 of the United States Code (the United States
Bankruptcy Code), the rights and remedies provided (or which may be provided) under the Indenture, a Use and
Occupancy Agreement and any other agreement in this financing, and the rights and remedies of any party seeking to
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enforce the Pledges, may not be readily available or may be limited. The various legal opinions to be delivered
concurrently with the delivery of the 1999 Bonds will be qualified as to the enforceability of the various legal
instruments by limitations imposed by bankruptcy, insolvency, reorganization, moratorium and other similar laws
affecting creditors' rights and by the exercise of judicial discretion in appropriate cases.

APPROVAL OF LEGAL PROCEEDINGS

Certain legal matters incident to the authorization and issuance of the 1999 Bonds are subject to the approving
opinion of Ice Miller Donadio & Ryan, Indianapolis, Indiana, Bond Counsel, whose approving opinion will be printed
on or delivered with the 1999 Bonds. Certain legal matters will be passed upon for the Commission by the Attorney
General of the State, counsel to the Commission, and by Johnson Smith Pence Wright & Heath, LLP, Indianapolis,
Indiana, disclosure counsel and for the Underwriters by Bingham Summers Welsh & Spilman, Indianapolis, Indiana,
underwriters' counsel.

The various legal opinions to be delivered concurrently with the delivery of the 1999 Bonds will be qualified
as to the enforceability of the various legal instruments by limitations imposed by the valid exercise of the constitutional
powers of the State of Indiana and the United States of America and bankruptcy, reorganization, insolvency, or other
similar laws affecting the rights of creditors generally, and by general principles of equity (regardless of whether such
enforceability is considered in a proceeding in equity or at law).

The various legal opinions to be delivered concurrently with the delivery of the 1999 Bonds express the
professional judgment of the attorneys rendering the opinions on the legal issues explicitly addressed therein. By
rendering a legal opinion, the opinion giver does not become an insurer or guarantor of that expression of professionat
judgment, of the transaction opined upon, or of the future performance of parties to such transaction. Nor does the
rendering of an opinion guarantee the outcome of any legal dispute that may arise out of the transaction.

UNDERWRITING

The 1999 Bonds are being purchased by the Underwriters set forth on the cover page of this Official Statement
for which Goldman, Sachs & Co. is acting as representative. The Underwriters have jointly and severally agreed to
purchase the 1999 Bonds at an aggregate purchase price of $96,141,439.77 (which represents the face amount of the
1999 Bonds, less net original issue discount of $111,100.90 and less an underwriting fee of $532,459.33), plus accrued
interest on the 1999 Bonds, pursuant to a contract of purchase entered into by and between the Commission and the
Underwriters (the “Purchase Contract”™). Such Purchase Contract provides that the Underwriters will purchase all of the
1999 Bonds if any are purchased. The initial offering price may be changed from time to time by the Underwriters.

The Underwriters have agreed to make a bona fide public offering of all of the 1999 Bonds at prices not in
excess of the initial public offering prices set forth or reflected on the inside cover page of this Official Statement. The
Underwriters may sell the 1999 Bonds to certain dealers (including dealers depositing 1999 Bonds into investment
trusts) and others at prices lower than the offering prices set forth on the inside cover page hereof.

RATINGS

Moody's Investors Service ("Moody's"), Standard & Poor's Ratings Services ("S&P") and Fitch IBCA, Inc.
("Fitch”) have assigned long-term ratings of "Aaa," "AAA" and "AAA", respectively, to the Insured Bonds and “Aa3”,
“AA-" and “"AA-" on the remaining 1999 Bonds. These ratings reflect only the views of Moody's, S&P and Fitch, and
an explanation thereof may be obtained from Moody's at 99 Church Street, New York, New York 10007, from S&P at
25 Broadway, New York, New York 10004, and from Fitch at One State Street Plaza, New York, New York 10004.
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Such ratings are not a recommendation to buy, sell or hold any of the 1999 Bonds. There is no assurance that the
ratings will remain in effect for any given period of time or that the ratings will not be revised downward or withdrawn
entirely by Moody's, S&P or Fitch if, in their respective judgment, circumstances so warrant. Any such downward
revision or withdrawal of a rating may have an adverse effect on the market price or marketability of the 1999 Bonds.

FINANCIAL STATEMENTS

The financial statements of the Commission for the Fiscal Year ended June 30, 1998, which financial
statements are the most recent available, have been audited by Katz, Sapper & Miller, independent certified public
accountants, and are available upon request from the Commission. See "MISCELLANEOUS."

The Commission is required under the Indenture to file its annual financial statements with the Trustee.

The general purpose financial statements of the State, included in Exhibit A-1 to Appendix A, have been
audited by the State Board of Accounts, as described in its report appearing in Exhibit A-1 to Appendix A,

FINANCIAL ADVISOR

O'Brien Partners, Inc. has served as Financial Advisor to the Commission with respect to the 1999 Bonds and
in such capacity has reviewed certain matters pertaining to the 1999 Bonds on behalf of the Commission.

CONTINUING DISCLOSURE

Pursuant to continuing disclosure requirements promulgated by the Securities and Exchange Commission (the
"SEC") in SEC Rule 15c2-12, as amended (the "Rule"), the Commission and the State will enter into a Continuing
Disclosure Undertaking Agreement (the "Undertaking") with Bank One Trust Company, NA, as counterparty (the
"Counterparty") to be dated the date of initial delivery of the 1999 Bonds. Pursuant to the terms of the Undertaking, the
Commission and the State will agree to provide the following information while the 1999 Bonds are Qutstanding:

(a) Audited Financial Statements. To each nationally recognized municipal securities information
repository ("NRMSIR") then in existence and to the Indiana state information depository (“SID”)
then in existence, if any, when and if available, the audited financial statements of the State for each
fiscal year of the State, beginning with the fiscal year ending June 30, 1999, together with the
independent auditor's report and all notes thereto; and

1)) Financial Information in this Official Statement. To each NRMSIR then in existence and to the SID
within 210 days of the close of each fiscal year of the State, beginning with the fiscal year ending
June 30, 1999, annual financial information for the State for such fiscal year, other than the audited
financial statements described above, including (i) unaudited financial statements of the State if
audited financial statements are not then available and (ii) operating data (excluding any
demographic information or forecasts) of the general type provided under the following headings in
this Official Statement (collectively, the "Annual Information"):

"Appendix A: Financial and Economic Statement for the State of Indiana"

(c) Event Notices. In a timely manner, to each NRMSIR or to the Municipal Securities Rulemaking
Board, and to the SID, notice of any of the following events, if material.
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(1) principal and interest payment delinquencies;

(2) non-payment related defaults;

3) unscheduled draws on debt service reserves reflecting financial difficulties;

(4) unscheduled draws on credit enhancements reflecting financial difficulties;

(5) substitution of credit or liquidity providers, or their failure to perform;

(6) adverse tax opinions or events affecting the tax-exempt status of the 1999 Bonds;
{7 modifications to the rights of owners of the 1999 Bonds;

(8) 1999 Bond calls;

(9 defeasances;

(10) release, substitution or sale of property securing repayment of the 1999 Bonds; and
(11) rating changes.

The Commission or the State may from time to time choose to provide notice of the occurrence of
any other event, in addition to those listed above, if, in the Jjudgment of the Commission or the State
such other event is material with respect to the 1999 Bonds and should be disclosed. Neither the
Commission nor the State commits to provide any such notice of the occurrence of any material
event except those events listed above,

(d) Failure to Disclose. In a timely manner, to the Counterparty, each NRMSIR or to the Municipal
Securities Rulemnaking Board, and to the SID, notice of the Commission’s or the State’s failure to
provide the Annual Information as described above.

If any Annual Information or audited financial statements relating to the State referred to above no longer can
be provided because the operations to which they related have been materially changed or discontinued, a statement to
that effect, provided by the Commission or the State to each NRMSIR and to the SID, along with any other Annual
Information or audited financial statements required to be provided under the Undertaking, will satisfy the undertaking
to provide such Annual Information or audited financial statements. To the extent available, the Commission or the
State will cause to be filed along with other Annual Information or audited financial statements, operating data similar
to that, which can no longer be provided.

Remedy. The sole remedy against the Commission or the State for any failure to carry out any provisions of
the Undertaking shall be for specific performance of the Commission's or the State's disclosure obligations under the
Undertaking and not for money damages of any kind or in any amount or for any other remedy, The Commission's or
the State's failure to honor its covenants under the Undertaking shall not constitute a breach or default of the 1999
Bonds, the Indenture or any other agreement to which the Commission or the State is a party.

ion_of ing. The Commission, the State and the Counterparty may, from time to time,
amend or modify the Undertaking without the consent of the owners of the 1999 Bonds if: (a)(i) such amendment or
modification is made in connection with a change in circumstances that arises from a change in legal requirements,
change in law or change in the identity, nature or status of the Commission or the State, or type of business conducted,
(ii) the Undertaking, as so amended or modified, would have complied with the requirements of the Rule on the date of
execution thereof, afier taking into account any amendments or interpretations of the Rule, as well as any change in
circumstances, and (iii) such amendment or modification does not materially impair the interests of the holders of the
1999 Bonds, as determined either by (A) any person selected by the Commission and the State that is unaffiliated with
the Commission and the State (including the Counterparty or the Trustee), or (B) an approving vote of the holders of
51% of Outstanding 1999 Bonds at the time of such amendment or modification; or (b) such amendment or
modification is permitted by law or the Rule.

Counterparty's Obligation. The Counterparty will have no obligation to take any action whatsoever with
respect to information or notices provided or required to be provided by the Commission or the State under the
Undertzaking (or of any Obligated Persons (as defined in the Rule) covered thereby), except as set forth below and
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except any obligations arising from the Counterparty serving as a Dissemination Agent, and no implied covenants or
obligations shall be read into the Undertaking against the Counterparty. Further, the Counterparty shall have no
responsibility to ascertain the truth, completeness, timeliness, or accuracy of the information or notices provided as
required under the Undertaking by the Commission or any Obligated Person, nor as to its sufficiency for purposes of
compliance with the Rule or the requirements of the Undertaking,

If the Counterparty has not received the Annual Information by the date required by the Undertaking, the
Counterparty shall notify the Commission, the State and any Dissemination Agent, by registered or certified mail, that it
has not received such Annual Information.

The Counterparty is obligated to, and agrees that it will, within five Business Days (as defined in the
Indenture) after mailing the notice referred to in the immediately preceding paragraph, forward to those persons ot
entities scheduled to receive Annual Information a notice in the event that the Counterparty has not received a copy of
such Annual Information by the date required under the Undertaking; provided, however, that the Counterparty will not
give such notices as described in this paragraph and the immediately preceding paragraph if the Commussion or the
State has provided the Counterparty with notice that the Commission or the State has issued notice of a failure to
disclose as described above. Subsequent to the Counterparty's issuance of notice, if any, as described in this paragraph,
the Counterparty will have no responsibility to take any further action concerning the Annual Information for the fiscal
year to which such notice relates.

Copies of the Undertaking are available from the Commission upon request. See "MISCELLANEOUS."

CERTAIN RELATIONSHIPS

Bank One Trust Company, NA, the Trustee, and Banc One Capital Markets, Inc., an underwriter of the 1999
Bonds, are each subsidiaries of Bank One Corporation.

MISCELLANEOUS

Information contained in this Official Statement with respect to the Commission, the Department of
Administration and the Department of Correction and copies of the Indenture, Use and Occupancy Agreement No. 1,
Use and Occupancy Agreement No. 2, Use and Occupancy Agreement No. 3 and the Undertaking may be obtained
from the Indiana State Office Building Commission, Indiana Government Center South, 402 West Washington Street,
Room W-478, Indianapolis, Indiana 46204. The Commission's telephone number is (317) 232-2302.

This Official Statement is submitted in connection with the issuance and sale of the 1999 Bonds and may not
be reproduced or used, in whole or in part, for any other purpose. This Official Statemnent has been duly authorized and
approved by the Commission and duly executed and delivered on its behalf by the official signing below.

Any statements in this Official Statement involving matters of opinion, projections or estimates, whether or
not expressly so stated, are intended as such and not as representations of fact. No representation is made that any of
such statements will be realized. The agreements of the Commission are fully set forth in the Indenture in accordance
with the Act. Neither any advertisement of the 1999 Bonds nor this Official Statement is to be construed as constituting
a contract or agreement between the Commission and the purchasers or owners of the 1999 Bonds.
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This Official Statement has been duly approved, executed and delivered by the Commission.

INDIANA STATE OFFICE BUILDING COMMISSION

By:/s/Peggy Boehm
Secretary

June 24, 1999
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INTRODUCTION

This Financial and Economic Statement (the "Statement") for the State of Indiana (the "State”) includes a
discussion of the State’s current condition, the results of operations for the past five years and projections through the
end of the 2000 —2001 biennium ending June 30, 2001, The Statement is dated April 30, 1999. It contains information
and projections that are current only through that date and includes a discussion of major fiscal decisions made by the
1999 General Assembly including adoption of a new state budget for the 2000 - 2001 biennium. The information has
been compiled on behalf of the State by the Indiana State Budget Agency and includes information and data taken from
the Agency's unaudited year-end budget reports. It also includes information obtained from other sources the State
believes to be reliable. Information included in the section titled "Litigation" has been furnished by the office of the
State Attorney General.

The State expects to update the entire Statement at least annually after the close of each Fiscal Year (as defined
herein). The State also expects to issue updates and supplements after release of new State revenue or spending
forecasts, adoption of the State budget or passage of major legislation affecting State finances. The status of this
Statement or any updates or supplements may be obtained by contacting the Indiana State Budget Agency, Room 212,
State House, Indianapolis, IN 46204, Tel: (317) 232-5610. This Statement should be read in its entirety together with
any updates or supplements.

The General Purpose Financial Statements of the State of Indiana for the Fiscal Year Ended June 30, 1998 are
Exhibit A-1 to this Appendix A.

STRUCTURE OF STATE GOVERNMENT
Division of Powers

The State constitution divides the powers of the State’s government into three separate departments: the
executive (including the administrative), the legislative and the judicial. Under the State constitution, no person in any
one department may exercise any function of another department unless expressly authorized to do so by the
constitution.

Executive Department

The executive department of the State is comprised of the Governor, Lieutenant Governor, Secretary of State,
State Auditor, State Treasurer, Attorney General, Superintendent of Public Instruction and Clerk of the Supreme Court
and Court of Appeals. All are elected for four-year terms, with the terms of the Lieutenant Governor, Attorney General
and Superintendent of Public Instruction coinciding with that of the Governor.

The State constitution requires the Governor to "take care that the laws are faithfully executed.” The Governor
may recommend legislation to the General Assembly of the State (the "General Assembly™), may call special sessions
of the General Assembly and may veto any bill passed by the General Assembly (although such veto may be overridden
if the bill is repassed by a majority of al/ the members clected to each house of the General Assembly). There are
approximately 400 boards and agencies which are responsible to the Governor. If the Governor vacates the office or
is unable to discharge the Governor's duties, the Licutenant Governor discharges the powers and duties as Acting
Governor until the next general election,

The Lieutenant Governor serves as the President of the State Senate and casts the deciding vote whenever the
Senate is equally divided. The Lieutenant Governor also serves as director of the State Department of Commerce and
as the Commissioner of Agriculture.

The Secretary of State attests official State documents issued by the Governor, maintains records of elections
and administers State laws regulating the sale and trading of securities and corporate and Uniform Commercial Code
filings.



The State Treasurer is responsibie for holding and investing all State revenues and disburses money upon
warrants issued by the State Auditor. The State Treasurer is a member of the State Board of Finance, Indiana
Transportation Finance Authority, Indiana Housing Finance Authority, Indiana Development Finance Authority and
State Office Building Commission. The State Treasurer is Secretary-Investment Manager of the State Board for
Depositories and chairs the Indiana Bond Bank and Indiana Education Savings Authority.

The State Auditor maintains the State's centralized financial accounting system for all State agencies.
Responsibilities include accounting for receipts and disbursements of the State, as well as issuing payroll for most State
employees. The State Auditor is required by statute to prepare and publish annual statements of State funds, outlining
receipts and disbursements of each State department and agency. The State Auditor is a member of the State Board
of Finance, State Office Building Commission, State Board for Depositories and Data Process Oversight Commission.

The Attorney General is the chief legal officer of the State and is required to represent the State in every lawsuit
in which the State is a party. The Attorney General, upon request, gives legal opinions regarding particular statutes
to the Governor, members of the General Assembly and officers of the State.

The Superintendent of Public Instruction chairs the State Board of Education, which establishes policies and
directives for implementation by the Indiana Department of Education. The Superintendent of Public Instruction
oversees the Department of Education.

The Clerk of the Supreme Court and Court of Appeals performs the clerical and administrative duties required
by the two highest courts of the State.

Legislative Department

The legislative authority of the State is vested in the General Assembly, which is comprised of the House of
Representatives and the Senate. The House of Representatives consists of 100 members who are elected for two-year
terms beginning in odd-numbered years. The Senate consists of 50 members who are elected for four-year terms, with
one-half of the Senate elected biennially. The Speaker presides over the House of Representatives. The Speaker is
selected by the members of the House of Representatives from among their ranks. The Lieutenant Governor is
President of the Senate.

By law, the term of each General Assembly extends for two years, beginning in November of each
even-numbered calendar year. The first regular session of every General Assembly occurs in the following
odd-numbered year, convening not later than the second Monday in January and adjourning not later than April 29,
The second regular session occurs in the following year, convening not tater than the second Monday in January and
adjourning not later than March 14.

Pursuant to the State constitution, special sessions of the General Assembly may be convened by the Governor
at any time if, in the Governor's opinion, "the public welfare shall require." By statute, a special session of the General
Assembly may not exceed 30 session days during a 40 calendar-day period. The Governor cannot limit the subject of
any special session or its scope.

Judicial Department

The State constitution provides that the "judicial power of the State shall be vested in one Supreme Court, one
Court of Appeals, Circuit Courts, and such other courts as the General Assembly may establish.”

The Judicial Nominating Commission (comprised of the Chief Justice or his appointee, three attorneys elected
by the attorneys of Indiana and three non-attorney citizens appointed by the Governor) evaluates the qualifications of
potential candidates for vacant seats on the Supreme Court and Court of Appeals. When a vacancy occurs in either
court, the Judicial Nominating Commission submits the names of three nominees and the Governor selects one of the
three. If the Governor fails to choose among the nominees within 60 days, the Chief Justice is required to make the
appointment.
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The initial term of each newly appointed justice and judge is two years, after which the justice or judge is subject
to a "yes" or "no" referendum at the time of the next general election. For justices of the Supreme Court, the entire
State electorate votes on the question of approval or rejection. For Court of Appeals judges, the referendum is by
district. Those justices and judges receiving an affirmative vote from the voting public serve a ten-year term, after
which they are again subject to referendum. Justices and judges are prohibited from taking part in political campaigns
and must retire by age 75.

FISCAL POLICIES
Fiscal Years

The State's Fiscal Year is the 12-month period beginning on July 1 of each calendar year and ending on June
30 of the succeeding calendar year (a "Fiscal Year").

Accounting System

The State maintains a central accounting system which processes all payments for State agencies and
institutions with the exception of State colleges and universities. The State Auditor is responsible for the pre-audit of
all payments, the issuance of all State warrants and the maintenance of the State-wide accounting system.

Budgetary control is fully integrated into the accounting system. Legislative appropriations are entered into the
system as an overall spending limit by account for each agency within each fund, but appropriations are not available
for expenditure until allotted by the Budget Agency. Allotments authorize an agency to spend a portion of its
appropriation. The Budget Agency makes quarterly allotments.

The accounting system is maintained using the cash basis of accounting. At year-end, accruals are recognized
as necessary to convert from the cash basis to the modified accrual basis of accounting in accordance with generally
accepted accounting principles for financial reporting purposes.  The general purpose financial statements of the State
for the Fiscal Year ended June 30, 1998, together with the independent auditors’ report thereon, are included in the
General Purpose Financial Statements of the State of Indiana for the Fiscal Year Ended June 30, 1998, attached hereto
as Exhibit A-1. See "FINANCIAL RESULTS OF OPERATIONS — Combined General and PTR Fund."

Fund Structure

Funds are used to record the activities of State government. There are three major fund types: Governmental,
Proprietary and Fiduciary.

Governmental Funds

Governmental Funds are used to account for the State's general governmental activities and use the modified
accrual basis of accounting. Under the modified accrual basis of accounting, revenues are recognized when susceptible
to accrual (that is, when they are "measurable and available"). Expenditures are recorded when the related fund
liability is incurred, except that (i) unmatured interest on general long-term debt is recognized when due and (ii)
certain compensated absences and related liabilities and claims and judgments are recognized when the obligations
are expected to be liquidated. Governmental Funds include the following fund types:

The General Fund is maintained to account for resources obtained and used for those services traditionally
provided by State government which are not required to be accounted for in another fund.

Special Revenue Funds are used to account for the proceeds of specific revenue sources that are legally restricted
to expenditure for specified purposes. There are several Special Revenue Funds including, for instance, the Motor
Vehicle Highway Fund, which receives revenues from gasoline taxes and motor vehicle registrations and operator
licensing fees and distributes those revenues among the State and its counties, cities and towns to be used for the
construction, reconstruction, improvement, maintenance and policing of highways and secondary roads.
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The Pro, Tax Replacement Fund ("PTRE" or "PTR Fund") is also reported by the State Auditor as a Special
Revenue Fund. The PTREF is funded from 40% of State sales and use tax revenues and a portion of corporate adjusted
gross income tax receipts. The Property Tax Replacement Fund is used to provide (i) property tax relief and (ii) local
schoo! aid. Although reported as a special revenue fund, it is helpful to combine the receipts and disbursements of the
PTRF with those of the General Fund, so as to provide the most complete and accurate description possible of State
receipts and discretionary expenditures, especially as those expenditures relate to local school aid. For that reason, the
General Fund and PTRF are sometimes discussed in this Appendix A as a single, combined fund. Sec "FINANCIAL
RESULTS OF OPERATIONS — Combined General and PTR Fund.”

Debt Service Funds are used to account for the accumulation of resources and payment of bond principal and
interest from special revenue component units which are both corporate and politic and have the legal authority to issue
bonds to finance certain improvements within the State.

Capital Projects Funds are used to account for financial resources to be used by the State for the acquisition or
construction of major capital facilities (other than those financed by proprietary funds and trust funds). Capital Projects
Funds inciude the Post War Construction Fund, Build Indiana Fund, Soldiers and Sailors Children's Home Fund,
Veterans Home Fund, State Police Building Commission Fund, Law Enforcement Academy Building Fund, Interstate
Bridge Fund and Major Construction-Indiana Army National Guard Fund.

Proprietary Funds

Proprietary Funds use the accrual basis of accounting. Under this method, revenues are recorded when earned,
and expenses are recorded at the time liabilities are incurred. Proprictary Funds include the following fund types:

Enterprise Funds are used to account for operations established to provide services to the general public in a
manner similar to private business enterprises. Cost of providing the goods or services are financed or recovered
primarily through user charges. Enterprise Funds include the Inns and Concessions Fund, Toll Bridges Fund, Toll
Roads Fund, State Lottery Commission Fund, Malpractice Insurance Authority Fund and Political Subdivision
Insurance Fund,

Internal Service Funds are used to account for the operations of State agencies which render goods or services
to other agencies or governmental units on a cost-reimbursement basis. Internal Service Funds include the Institutional
Industries Fund, Administration Services Rotary Fund, State Office Building Commission Fund, Recreational
Development Commission Fund and Self-Insurance Funds.

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the State in a trustee capacity or as an agent for
individuals, private organizations, other governmental units and other funds, and they are broken down into four broad
categories:

Expendable Trust Funds. The State maintains various Expendable Trust Funds to account for resources the
State holds as a trustee. The principal and earnings on this fund type may be used for purposes designated by trust
agreement. Expendable Trust Funds include the Unemployment Funds and Health Insuring Organization Funds.

Non-Expendable Trust Funds. The State maintains a limited number of Non-Expendable Trust Funds to
account for resources the State holds as a trustee. The principal must be preserved and only the earnings may be used
for purposes designated by trust agreement. The most significant Non-Expendable Trust Fund is the Common School
Fund. The Common School Fund was established by the State constitution and is comprised of fines, forfeitures and
escheated estates. Interest on the Common School Fund may only be used to aid local schools.

Pension Trust Funds. The State maintains pension funds for State and local officers and employees and

accounts for cach type of pension in a separate fund. Such funds are accounted for in the same way as Proprictary
Funds. See "STATE RETIREMENT SYSTEMS."
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Agency Funds account for resources which are custodial in nature. Agency Funds generally include amounts
held by the State on behalf of third parties. Agency Funds include the Deferred Compensation Fund, Institutional
Funds, Department of Insurance Fund and State Police Employee Insurance Fund.

Account Groups

In addition to the fund types described above, the General Fixed Assets Account Group is maintained to account
for fixed assets acquired or constructed for use by the State for general governmental purposes, including all fixed
assets except those accounted for in Proprietary and Pension Trust Funds. Public domain fixed assets, including
highways, curbs, lighting systems, highway land and rights-of-way, are not included.

The General Long-Term Debt Account Group is used to account for general long-term debt and certain other
liabilities that are not specific liabilities of proprietary or trust funds.

Budget Process

The State Budget Agency is responsible for preparing the State budget. Afier the State budget is enacted, the
Budget Agency has extensive statutory authority to administer it. The chief executive officer of the Budget Agency is
the State Budget Director, who is appointed by the Governor. The Governor also appoints two Deputy Budget
Directors; by law, the deputies must be of different political parties.

Budget Committee. The State Budget Committee consists of the State Budget Director and four senior State
legislators. The Commitiee oversees the preparation of the budget and its administration after enactment. The
legislative members of the Committee consist of two members of the Senate, appointed by the President pro fempore,
and two members of the House of Representatives, appointed by the Speaker. One of the two appointees from each
house must be nominated by the minority floor leader. Four alternate members of the Budget Committee must be
legislators selected in the same manner as regular members. An alternate member participates and has the same
privileges as a regular member, except that an alternate member votes only if the regular member from the alternate
member's respective house and political party is not present. The legislators serve as liaisons between the executive
and legislative departments and provide fiscal information to their respective caucuses.

Budget Development. The State's budget process is set out in statute. The State operates under a biennial
budget. On or before the first day of September in each even-numbered year, all State agencies, including
State-supported higher education institutions and public employee and teacher pension fund trustees, submit budget
requests to the Budget Agency. The Budget Agency then conducts an internal review of each request.

In September of each even-numbered year, the Budget Committee begins hearings on each budget request. After
presentations by the agencies and the Budget Agency, the Budget Committee makes budget recommendations to the
Governor. The Budget Committee's recommendations are tentative, pending review of revenue projections for the next
biennium, which typically are available late in the second quarter of the Fiscal Year.

Revenue Projections. Revenue projections are prepared by the Indiana Economic Forecast Committee and the
Technical Forecast Committee. The Economic Forecast Committee is responsible for forecasting independent variables
which may be employed by the Technical Forecast Committee to derive the State's revenue projections. The Economic
Forecast Committee is currently comprised of seven economists within the State and a special adviser associated with
the Federal Reserve Bank of Chicago, all of whom serve at the request of the Governor and without pay. Members of
the Economic Forecast Committee have detailed knowledge of the State and national economies, the banking
community and the Federal Reserve System and have access to a national econometric model.

The Technical Forecast Committee is responsible for developing econometric models used to derive the State's
revenue projections and for monitoring changes in State and federal laws that may have an impact on State revenues.
Each regular member of the Budget Committee appoints a member of the Technical Forecast Committee. Members
of the Technical Forecast Committee are individuals with expertise in public finance from within State and local
government, business interest groups and State-supported higher education institutions.
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No formal contact occurs between the Economic Forecast Committee and the Technical Forecast Committee
until the chair of each group reports to the Budget Committee. However, the Economic Forecast Committee does
provide the economic assumptions used by the Technical Forecast Committee in preparing the State's revenue
projections. The report presented by the Technical Forecast Committee is a consensus forecast in which Democratic
and Republican legislators and the executive and legislative departments are involved.

Budget Report. The budget report and budget bill are prepared by the Budget Committee with the Budget
Agency's assistance. The budget report and bills are based upon the recommendations and estimates prepared by the
Budget Agency and the information obtained through the hearings and other inquiries. In the event the Budget Agency
and a majority of the members of the Budget Committee differ upon any item, matter or amount to be included in the
budget report and bills, the recommendation of the Budget Agency is included in the budget bills. The particular item,
matter or amount, and the extent of and reasons for the differences between the Budget Agency and the Budget
Committee, must be stated fully in the budget report.

Before the second Monday of January in the year immediately after their preparation, the Budget Committee
submits the budget report and bill to the Governor. The Governor then delivers such budget bills to the Budget
Committee members appointed by the Speaker of the House of Representatives for introduction in the House. Although
there is no law that requires a budget bill to originate in the House, by tradition, the House passes budget bills first and
sends them to the Senate for consideration.

The budget report includes at least these five parts: (a) a statement of policy, (b) a general summary, (c) detailed
data on actual receipts and expenditures for the previous budget period, (d) a description of the capital improvement
program for the State and (€) the budget bill.

Appropriations

By statute, the Budget Committee is required to meet at least once during the two-month period after the
adjournment of each regular session of the General Assembly and, beginning in July, at least once each month and
upon call of the chair.

Appropriations. Within 45 days following the adjournment of each regular session of the General Assembly
or within 60 days following a special session of the General Assembly, the Budget Agency is required to prepare a list
of all appropriations made for the budget period beginning on July 1 following such session, or for such other period
as may be provided in the appropriation. The State Budget Director is required to prepare a written review and analysis
of the fiscal status and affairs of the State as affected by the appropriations. The report is forwarded to the Governor,
the State Auditor and each member of the General Assembly.

On or before the first day of June of each calendar year, the Budget Agency is required to prepare a list of all
appropriations made for expenditure or encumbrance during the next Fiscal Year. The State Auditor then establishes
the necessary accounts based upon the list.

Transfers. The Budget Agency is responsible for administering the State budget after it is enacted. The Budget
Agency may transfer, assign or reassign all or any part of any appropriation made to any agency for one specific use
or purpose to another use or purpose, except any appropriation made to the Indiana State Teachers’ Retirement Fund.
The Budget Agency may take such action only if the transfer, assignment or reassignment is to meet a use or purpose
which an agency is required or authorized by law to perform. The agency whose appropriation is involved must
approve the transfer, assignment or reassignment.

Contingency Appropriations. The General Assembly may also make “contingency appropriations” to the
Budget Agency. Contingency appropriations are general and unrelated to any specific State agency. In the absence
of other directions imposed by the General Assembly, contingency appropriations must be for the general use of any
agency of the State and must be for its contingency purposes or needs, as the Budget Agency in each situation
determines. The Budget Agency fixes the amount of each transfer and orders the transfer from such appropriations
to the agency. By law, the Budget Agency may make and order allocations and transfers to, and authorize expenditures
by, the various State agencies to achieve the purposes of such agencies or to meet the following:
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1. necessary expenditures for the preservation of public health and for the protection of persons and
property that were not foreseen when appropriations were last made;

2. repairof damage to, or replacement of, any building or equipment owned by the State which has been
so damaged so as to materially affect the public safety or utility thereof, or which has so deteriorated as to
become unusable if such deterioration was not foreseen when appropriations were last made;

3. emergencies resulting from an increase in costs or any other factor or event that was not foreseen
when appropriations were last made, or

4, without limiting the foregoing, supplementation of an exhausted fund or account of any State agency,
whatsoever the cause of such exhaustion, if such is found necessary to accomplish the orderly administration
of the agency, or the accomplishment of an existing specific State project. (No such funds may authorize a
purpos¢ which was included in the budget bills to the previous General Assembly but was wholly omitted by
the General Assembly.)

These provisions may not change, impair or destroy any fund previously created nor affect the administration
of any contingency appropriations previously or subsequently made for specific purposes.

State Board of Finance

The State Board of Finance (the "Board") consists of the Governor, the State Treasurer and the State Auditor.
The Board elects from its membership a president, who by tradition is the Governor. By law, the State Auditor is the
secretary of the Board. The Board is responsible for supervising the fiscal affairs of the State and has advisory
supervision of the safekeeping of all funds coming into the State treasury and all other funds belonging to the State
coming into the possession of any State agency or officer. The Board may transfer money between State funds, except
trust funds, and the Board may transfer money between appropriations for any State board, department, commission,
office or benevolent or penal institution.

The Board has statutory authority to negotiate loans on behalf of the State for the purpose of meeting "casual
deficits” in State revenues. A loan may not be for a period longer than four years after the end of the Fiscal Year in
which it is made. If sufficient revenues are not being received by the General Fund to repay the loan when due, the
Board may levy a tax on all taxable property in the State sufficient to pay the amount of the indebtedness. The Board
has never ¢xercised its authority to levy a tax.

Rainy Day Fund

In 1982, the General Assembly adopted Indiana Code 4-10-18, which established the Counter-Cyclical Revenue
and Economic Stabilization Fund, which is commonly called the "Rainy Day Fund.” The Rainy Day Fund was
established to permit the State to collect and maintain substantial general purpose tax revenues during periods of
economic expansion for use during periods of economic recession. In effect, the Rainy Day Fund is a statutorily
required State savings account.

Each year the State Budget Director determines calendar year Adjusted Personal Income ("API") for the State
and its growth rate over the previous year. API is determined by dividing the calendar year State personal income
{excluding transfer payments made in the State) by the implicit price deflator for the Fiscal Year ending in the
aforementioned calendar year; the result is multiplied by 100, The annual growth rate in API for a particular calendar
year is calculated by dividing the difference between API for such year and API for the immediately preceding calendar
year by the amount of API for the immediately preceding calendar year. This change in API is the sole factor in
determining whether General Fund revenues are transferred to the Rainy Day Fund or whether moneys in the Rainy
Day Fund revert to the General Fund. In general, moneys are deposited automatically into the Rainy Day Fund if the
growth rate in API exceeds 2.0%,; moneys are removed automatically from the Rainy Day Fund if API declines by more
than 2.0%.
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By law, "automatic" appropriations to and from the General Fund are determined as follows:

1. If the growth rate of API for the calendar year immediately preceding the current calendar year is
greater than 2.0%, an amount is appropriated from the General Fund for the Fiscal Year beginning in the
current calendar year which equals the total General Fund revenues for the Fiscal Year ending in the current
calendar year, multiplied by the growth rate in API less two percentage points.

2. If APl declines by more than 2.0% for the calendar year immediately preceding the current calendar
year, the amount appropriated to the General Fund for the Fiscal Year beginning in the current calendar year
equals total General Fund revenues for the Fiscal Year ending in the current calendar year, multiplied by the
decline in API less two percentage points.

During a Fiscal Year when a transfer is made to the Rainy Day Fund, if General Fund revenues are less than
estimated (and the shortfall cannot be attributed to a statutory change in the tax rate, tax base, fee schedules or revenue
sources from which the revenue estimates were made), an amount reverts to the General Fund from the Rainy Day
Fund equal to the lesser of (a) the amount initially transferred to the Rainy Day Fund during the Fiscal Year and (b)
the amount necessary to balance the General Fund budget for the Fiscal Year.

All earnings from the investment of the Rainy Day Fund balance remain in the Rainy Day Fund. Moneys in the
Rainy Day Fund at the end of the Fiscal Year do not revert to the General Fund. If the balance in the Rainy Day Fund
at the end of the Fiscal Year exceeds 7.0% of total General Fund revenues for the Fiscal Year, the excess is transferred
from the Rainy Day Fund into the PTRF.

See "FINANCIAL RESULTS OF OPERATIQONS —- Fund Balances — Rainy Day Fund" and Table 3 for further
discussion of Rainy Day Fund balances and transfers.

Cash Management and Investments

The State Treasurer is responsible for the receipt, custody and deposit of all moneys paid into the State Treasury
and keeps daily accounts of all funds received into the Treasury and all moneys paid out of it. The State Treasurer is
responsible for investing the General Fund, PTRF, Rainy Day Fund and more than 60 other funds.

Interest bearing demand accounts are maintained in three Indianapolis banks to clear State warrants and to
compensate for banking services rendered. Deposits are made directly by the State Treasurer or by State departments
and agencies for credit to the State Treasury. Except for such demand accounts, all State funds are invested.
Repurchase agreements are used for short-term cash management purposes and must be fully collateralized by certain
obligations of the United States government or its agencies (determined on the basis of current market value). The
majority of investments are obligations backed by the full faith and credit of the United States and certificates of deposit
in Indiana financial institutions, however, the State Treasurer is also authorized to invest in obligations issued by
agencies and instrumentalities of the United States. Rates on certificates of deposit are established by prevailing market
conditions. Deposits are subject to coverage by the Indiana Public Deposit Insurance Fund in the event of depository
closure; provided that the deposits were invested according to the investment requirements of Indiana Code 5-13.

Pursuant to State statute, the Treasurer may invest no more than 25% of the State's portfolio in securities with
a final maturity exceeding five years. The remainder of the portfolio may not have final maturities exceeding two years.

Audits
The State Board of Accounts was created by the General Assembly in 1909 as a separate State agency, with the

responsibility and authority to (a) audit all State and local units of government and (b) approve uniform systems of
accounting for such governments.

The State Board of Accounts performs its financial and compliance audits in accordance with generally accepted
auditing standards and Government Auditing Standards issued by the Comptroller General of the United States. The
State Board of Accounts issues its opinion on the fairness of financial statements and their conformity to generally
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accepted accounting principles for the State agencies and local units of governments it audits, including the State
general purpose financial statements prepared by the State Auditor. See Exhibit A-1, including the Independent
Auditor's Report therein,

STATE BUDGET PROFILE
Operating Revenues

While certain revenues of the State are required by law to be credited to particular funds other than the General
Fund, the requirement is primarily for accounting purposes and may be changed. Substantially all State revenues are
general revenues until applied. Nolien or priority is created to secure the application of such revenues to any particular
purpose or to any claim against the State. All revenues not allocated to a particular fund are credited to the General
Fund. The general policy of the State is to close each Fiscal Year with a surplus in the General Fund and a zero
balance in all other accounts, except for certain dedicated and trust funds and General Fund accounts reimbursed in
arrears.

Although established by law as a special revenue fund, it is helpful to combine the receipts and disbursements
of the PTRF with those of the General Fund to provide a complete and accurate description of State receipts and
discretionary expenditures, especially as those expenditures relate to local school aid. For this purpose, the combined
receipts are referred to as State Operating Revenues ("Operating Revenues”). Operating Revenues are defined as the
total of General Fund and PTRF revenues including certain revenues transferred from lottery and gaming accounts
together with DSH revenues transferred to the General Fund. DSH revenues are extra Medicaid reimbursements
provided to the State for hospitals which serve disproportionately large numbers of poor people. Total Operating
Revenues are used in the determination of the State's unappropriated balance reflected on the Combined General and
PTR Fund Unappropriated Reserve Statement. See "FINANCIAL RESULTS OF OPERATIONS — Combined General
and PTR Fund "

Table 1 shown below summarizes actual Operating Revenues for the Fiscal Years ended June 30, 1994 through
June 30, 1998 (the "Discussion Period™), as well as the Budget Agency's projected Operating Revenues for the Fiscal
Years ending June 30, 1999, June 30, 2000 and June 30, 2001. The revenues summarized herein are derived from the
Budget Agency's unaudited end-of-year working balance statements. See "FINANCIAL RESULTS OF
OPERATIONS," including Tables 5 and 6.
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Individual Income Tax
General Fund'

Sales and Use Tax
General Fund
Property Tax
Replacement Fund

Subtotal

Corporate Income Tax
General Fund
Property Tax
Replacement Fund

Subtotal

Other - General

TOTAL GF
and PTRF

State Operating Revenues

Table 1

{millions of §)

Actual Projected

FY 94 FY 95 FY 96 FY 97 FY 98 FY99 FYO00 FYOI
$2,541.9 82,7677 329663 33,1965 $3,4348 $3,647.6 33,649.2 $3,8494
1,531.8 11,6566  1,7512 19218 1,933.8 2,0320 2,1259 22318
1,069.5  1,153.1 12150 11911 1,317.1 1,383.2 14652 1,538.1
$2,601.3 $2,808.7 3$29662 $3,1129 $3.2509 33,415.2 33,591.1 $3,769.9
$ 8594 58886 38819 389952 § 93381 $1,039.0 31,076.7 $1,123.2
45.1 61.8 100.1 100.1 774 300 30.0 30.0
$ 9045 359504 $9820 %9993 $1,0155 $1,069.3 31,106.7 §1,153.2
694.5 780.1 655.9 736.2 780.7 7740 7841 7877
$6,7422 $7,306.9 37,5704 $8,0449 $8481.9 §8,906.1 $9131.1 $9,560.2

Note: Fiscal Year ended June 30
(1) Amounts projected by the Revenue and Technical Forecast Committee on June 13, 1999 have been reduced by
$246.8 for Fiscal Year 2000 and by $298.7 for Fiscal Year 2001 for revenue reductions enacted by the 1999

General Assembly. (See "STATE BUDGET PROFILE, Revenue Reductions")

Source: State Budget Agency

Sales and use, and corporate and individual income taxes are the three primary sources of State Operating
Revenues. In Fiscal Year 1998, combined revenues from those sources comprised about 91.5% of total State Operating
Revenues. The following is a summary description of each of those revenue sources. See "FINANCIAL RESULTS OF
OPERATIONS," including Table 5.

(The remainder of this page intentionally left blank)
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Individual Adjusted Gross Income Tax

Adjusted gross income (federal adjusted gross income modified by adding back certain federal adjustments and
subtracting certain federal exemptions and deductions) of residents and non-residents derived from Indiana sources
is taxed at 3.4%.

All revenues derived from the collection of the adjusted gross income tax imposed on persons are credited to the
General Fund. For Fiscal Year ended June 30, 1998, the $3,434.8 million in receipts from the adjusted gross income
tax on individuals constituted approximately 40.8% of total State Operating Revenues. State individual income tax rates
were last increased effective for Calendar Year 1988.

Sales and Use Taxes

A 5.0% sales tax is imposed on sales and rentals of tangible personal property and the sale of certain services,
including the furnishing of public utility services and the rental or furnishing of public accommedations such as hotel
and motel room rentals. In general, the complementary 5.0% use tax is imposed upon the storage, use or consumption
of tangible personal property in the State. Some of the major exemptions from the sales and use taxes are sales of
certain property to be used in manufacturing, agricultural production, public transportation or governmental functions,
sales for resale, food sold in grocery stores and prescription drugs.

Of the receipts collected, 59.2% of the sales and use taxes are credited to the General Fund, 40.0% to the PTRF,
0.8% to the Public Mass Transportation Fund and 0.04% to the Industrial Rail Service Funa.

For Fiscal Year ended June 30, 1998, the $3,250.9 million in receipts from the sales and use taxes deposited in
the General Fund and PTRF constituted approximately 38.6% of State Operating Revenues. The State sales and use
tax rate was last increased in Fiscal Year 1983.

Corporate Income Taxes

There are three major corporate income taxes: the gross income tax, the adjusted gross income tax and the
supplemental net income tax. Corporations are generally subject to both the gross income tax and the adjusted gross
income taxes; however, as a result of a statutory credit provision, corporations annually pay an amount equal to the
greater of the liabilities computed under the gross income tax and the adjusted gross income tax, plus the supplemental
net income tax. There is also a financial institutions tax,

Subject to certain exemptions, the gross income tax is generally imposed on the gross receipts of corporations (and
certain other taxpayers) which derive income from business within the State. While there are generally no deductions
allowed for costs, losses or expenses, some taxpayers (including certain insurance companies, credit companies,
wholesale grain and soybean dealers, wholesale grocers, livestock dealers and livestock slaughterers) are taxed on a
gross "earnings” basis. In general, receipts from sales made in interstate commerce are exempt.

Gross receipts subject to the gross income tax are taxed at one of two rates, depending upon the transaction being
taxed. The lower rate (0.3%) is imposed on receipts from retail sales, wholesale sales, display advertising, dry cleaning
and other activities. The higher rate (1.2%) is imposed on all receipts which are not specifically defined to be taxed
at the lower rate, including receipts from certain rentals, service income, utility services, carnings on intangibles and
sales of realty. All gross income tax receipts are credited to the General Fund.

The adjusted gross income tax is generally applicable to corporations doing business in the State. The tax rate
is 3.4% of adjusted gross income derived from sources within the State. Adjusted gross income is federal taxable
income with certain additions and subtractions. Certain international banking facilities and insurance companies, S
corporations and tax-exempt organizations (to the extent their income is exempt for federal tax purposes) are not
subject to the adjusted gross income tax.

Part of the adjusted gross income tax collections is allocated to the General Fund on the basis of a statutory
formula and the balance is credited to the PTRF. See "FISCAL POLICIES — Governmental Funds."
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The supplemental net income tax is imposed on all corporations subject to the adjusted gross income tax and on
certain domestic insurance companies. The 4.5% tax rate is applied to the supplemental net tax base of the taxpayer.
The supplemental net tax base is Indiana adjusted gross income less the greater of (a) the amounts paid under the
adjusted gross income tax and (b) the amount paid under the gross income tax. There are no deductions or exemptions
under the supplemental net income tax, however, the corporate gross income tax credits apply. All receipts from the
supplemental net income tax are credited to the General Fund.

The financial institutions tax is imposed on each corporation that is transacting the "business of a financial
institution” in Indiana. The financial instituttons tax is a franchise tax on financial institutions, at a rate of 8.5% of
adjusted or apportioned income, for the privilege of exercising their franchise or transacting business within the State.
Certain exemptions from and credits against the financial institutions tax are available. A taxpayer subject to the
financial institutions tax is exempt from the corporate gross income, adjusted gross income and supplemental net
income taxes and State banking taxes. All receipts from the financial institutions tax are credited to the Financial
Institutions Tax Fund. By statutory formula, a substantial amount of the moneys in such fund must be transferred to
counties for distribution to the taxing units within the counties. The remainder is transferred to the General Fund.

For Fiscal Year ended June 30, 1998, corporate income and financial institutions tax receipts totaled $1,015.5
miilion and constituted approximately 12.1% of State Operating Revenues. State corporate income tax rates were last
increased effective for Calendar Year 1987

Other Operating Revenues

Other Operating Revenues are derived from Cigarette Taxes, Alcoholic Beverage Taxes, Inheritance Taxes,
Insurance Taxes, Interest Earnings and miscellaneous revenue. Revenue from these sources together totaled about
$780.7 million or about 9.2% of total Operating Revenues in Fiscal Year 1998.

Revenue Growth

Individual and corporate income tax receipts, as well as sales and use tax receipts, increased in each Fiscal Year
of the Discussion Period. Annual percentage increases for each component of Operating Revenues are reflected in Table
2 shown below. The growth in State Operating Revenues over the Discussion Period reflects the strong State economy.
In April, 1999, the Economic Forecast Commitice raised projected real growth in GDP for 1999 to approximately 3%,
reduced growth in the first half of 2000 due to a modest Year 2000 adjustment, and then stabilized projected growth
at a 2,9% rate. Projected growth in Operating Revenues for Fiscal Years 1999 — 2001 reflect this assessment.

(The remainder of this page intentionally left blank)
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Table 2
Growth in State Operating Revenues

(by percentage)

Fiscal Individual Income Sales and Use Corporate Income Other Total
Year Tax Revenue Tax Revenue Tax Revenue Revenue Revenue
1994 5.4% 8.9% 10.6%(2) 12.7% 9.8%
1995 89 80 19.0 12.3 84
1996 7.2 56 33 -15.9 36
1997 6.4(1) 49 1.8 122 6.3
1998 7.5 44 1.6 6.0 54
Average

FY94-FY98 7.1 6.4 73 55 6.7
1999 projected 6.5 5.1 0.8 0.1 5.0
2000 projected 6.7(3) 46 36 1.3 53
2001 projected 6.4(3) 5.0 43 0.5 51
Average

FY99-FY01 6.5% 49% 6.2% 0.6% 5.1%

(1) The State received an additional estimated $41.8 million of individual income tax receipts in Fiscal Year 1997
which are not reflected above, but are reflected in Tables 1 and 5. These additional receipts resulted from refunds
that would ordinarily have been made in Fiscal Year 1997 but which were actually made in Fiscal Year 1998.

(2) The State received an additional $106.0 million of corporate income tax receipts in Fiscal Year 1994 (rather than
Fiscal Year 1995). These receipts, which are not reflected above, but are reflected in Tables 1 and 5, as applicable,
resulted from a change in State law that caused corporations to file and pay their July 31, 1994, corporate income
tax payments on or before June 20, 1994.

(3) Represents projected growth rates before the 1999 General Assembly enacted a number of reductions in the
Individual Income Tax.

Source: State Budget Agency
Revenue Reductions

State tax rates were not increased at any time during the Discussion Period. As a result of continuing strong
growth in State revenues and record reserves and balances, the 1999 General Assembly enacted targeted tax cuts that
will result in reductions in income taxes as follows:

® An increase in the renter's deduction from $1,500 to $2,000 per year. It is estimated this will decrease individual
income tax receipts by $10.7 and $10.8 million for Fiscal Years 2000 and 2001 respectively.

® An increase in the exemption for school age dependents from $1,500 to $2,500 per year. It is estimated this will
decrease individual income tax receipts by $57.9 and $58.6 million for Fiscal Years 2000 and 2001 respectively.

® An increase in the deduction from $1,000 to $1,500 for persons age 65 and older who earn less than $40,000
annually. Itisestimated this will decrease individual income tax receipts by $8.7 and $8.9 million for Fiscal Years
2000 and 2001 respectively.

e A change to turn the State carned income tax deduction for families earning $12,000 or less enacted by the 1997
General Assembly into a refundabie tax credit. It is projected this will effectively decrease net receipts by $3.4
million for cach of Fiscal Years 2000 and 2001.
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® A change to allow an exemption for the first $15,000 assessed value in personal property, including inventory,
from the property tax. It is estimated this change will decrease net collections by $41.2 and $84.2 million for
Fiscal Years 2000 and 2001 respectively.

® A change to allow businesses and farmers to deduct 100% of property tax payments from State taxable income and
allow homeowners to deduct up to $2,500 in property taxes from State taxable income. It is estimated these
changes will decrease net collections by $138.9 and $146.5 million for Fiscal Years 2000 and 2001 respectively.

The General Assembly also shifted certain welfare costs from counties to the State. It is estimated this change
will increase State distributions by $22.7 and $46.4 million for Fiscal Years 2000 and 2001 respectively.

Lottery and Gaming Revenues

By statute, certain revenues from the Hoosier Lottery and the riverboat gaming wagering tax, horse racing pari-
mutual wagering tax and charity gaming taxes and license fees (collectively, "Gaming Revenues") must be deposited
in the Lottery and Gaming Surplus Account (the "Surplus Account”) of the Build Indiana Fund, which was established
by the General Assembly in 1989 when the Hoosier Lottery was authorized and began operations.

From Fiscal Year 1990 through June 30, 1998, $1,387 million of Gaming Revenues have been transferred to
the State. In Fiscal Year 1998, Gaming Revenues totaling $325.5 million were deposited in the Surplus Account from
the following sources:

Hoosier Lottery $178.6 million(1)
Riverboat gaming 169.9 million
Horse racing 3.4 million
Charity gaming 2.5 million
Interest earnings 11.1 million

(1) The $178.6 million includes $40.0 million of Hoosier Lottery revenues that were dedicated to State and local
pension relief — $30.0 million to the State Teachers' Retirement Fund and $10.0 million to the Local Police and
Fire Pension Relief Fund — before Hoosier Lottery revenues were transferred to the Surplus Account. Total lottery
revenues were $178.6 million. The 1999 General Assembly increased transfer of Hoosier Lottery revenues for
pension relief from $40.0 million to $60.0 million. Beginning with Fiscal Year 2000, $60 million of Hoosier
Lottery revenues will be dedicated to State and local pension relief — $30.0 million to the State Teachers'
Retirement Fund and $30.0 million to the Locat Police and Fire Pension Relief Fund — before Hoosier Lottery
revenues are transferred to the Surplus Account. See "STATE RETIREMENT SYSTEMS."

Source: State Budget Agency.

All Gaming Revenues are appropriated by the Gencral Assembly, and the statute that governs deposits of those
revenues also governs priority of distribution in the event that revenues fall short of appropriations. At present, the
highest distribution priority is to the State's counties for motor vehicle excise tax replacement providing for a
substantial cut in the excise tax charged on motor vehicles — estimated at $219.8 million for Fiscal Year 2000, the
first year of the next biennium.

Second priority distributions are currently made to:

the Indiana Technology Fund -- $76.0 million for Fiscal Years 2000 — 2001 including $63.5 million to help
schools and libraries expand their technological capabilities and $2 million for the Intelenet Commission for
continued development of the State computer "backbone."

In addition, the General Assembly made a number of one-time appropriations for the biennium from the Surplus
Account -- $50 million for the 21* Century Research and Technology Fund, $20 million to help Indiana public
television stations convert to digital television and $40 million for community wastewater and drinking water grants
and loans,
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Finally, remaining Gaming Revenues are made available to fund State and local capital projects, as authorized
by the General Assembly. For the 2000 — 2001 biennium, $89.1 million was appropriated for about 1223 projects.

Gaming revenues are not included in State Operating Revenues. However, gaming revenues represent a
significant source of discretionary income to the State. It has been State policy that gaming revenues not be used to fund
operating expenses of the State. For that reason, gaming revenues are potentially available to relieve temporary
pressures on the State budget should shortfalls in general purpose tax revenues occur. It is estimated that after
deduction of the appropriations explained above, there will still be an uncbligated balance in the Surplus Account on
June 30, 2001 of $655.7 million.

The State's 2000-2001 Biennial Budget

A strong economy and growth in the State's balances and reserves during the Discussion Period permitted the
State to increase combined General Fund and PTRF appropriations for essential governmental services and strategic
economic investments for the 2000-2001 biennium. Those appropriation increases for the next biennium can be
described in three broad categories:

= those reflecting the State's commitment to invest in primary, secondary and higher education.
= public safety, including increased spending on corrections and law enforcement.

= those aimed at aggressively addressing the unfunded liability of the State Teachers' Retirement Fund,
during the Discussion Period, substantial General Funds and other revenues have been appropriated to
fund the Pension Stabilization Fund. The budget passed by the General Assembly for the 2000-2001
biennium include $250 million for the Pension Stabilization Fund. See "STATE RETIREMENT
SYSTEMS — State Teachers' Retirement Fund."

For Fiscal Year 2000, appropriations for the five largest functional categories total $7,170.8 million, or about
75.1% of the General Fund - PTR Fund combined total. Following is a discussion of those five largest categorics.
Numbers are derived from the Budget Agency's biennial List of Appropriations and unaudited working statements.
See "FINANCIAL RESULTS OF OPERATIONS," including "Table 5, Combined General and PTR Fund".

Local School Aid. The State's largest operating appropriations — payable from both the General Fund and
PTRF — is for local school aid. Local school aid includes distributions for programs such as assessment and
performance in addition to direct tuition support. Combined local school aid appropriations for Fiscal Year 2000 from
the General Fund ~ PTRF amounted to $3,302.2 million and constituted 34.6% of combined General Fund -PTRF
appropriations.

As a matter of long-standing fiscal policy, the General Assembly funds increases in local school aid above the
base by appropriating one-half of the increases from the General Fund and one-half of such increases from the PTRF.
The General Assembly established the State's calendar year 1972 funding level as a base for local school aid.

Total local school formula for direct tuition support increased by an average of 4. 7% for calendar year 2000 with
no school corporation receiving an increase of less than 2.5%.

Higher Ednucation. The second largest operating expenditure, payable solely from the General Fund, is aid to
higher education. Higher education aid includes appropriations to State-supported higher education institutions equal
to debt service due on qualified debt of such institutions. (See "Fee Replacement Appropriations to State Universities
and Colleges" below.) General Fund appropriations for higher education for Fiscal Year 2000 totaled $1,290.5 million
and constituted 13.5% of combined Genera! and PTR Fund appropriations. This represents an increase for Higher
Education of about $80.7 million, or 6.7%, for Fiscal Year 2000.
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Fee Replacement Appropriations to State Universities and Colleges

Since Fiscal Year 1976, the General Assembly has appropriated to each State university and college an amount
equal to the annual debt service requirements due on qualified outstanding Student Fee and Building Facilities Fee
Bonds and other amounts due with respect to debt service and debt reduction for interim financings (collectively, "Fee
Replacement Appropriations"). The annual Fee Replacement Appropriations are not pledged as security for such bonds
and other amounts. Under the State constitution, the General Assembly cannot bind subsequent General Assemblics
to continue the present Fee Replacement Appropriations policy; however, it is anticipated that the present policy will
continue for outstanding bonds and notes.

The (a) estimated aggregate principal amount of bonds and notes issued by State universities and colleges and
outstanding on June 30, 1998, which is cligible for Fee Replacement Appropriations, and (b) amount of Fee
Replacement Appropriations with respect thereto for Fiscal Year 1999 is shown below.

Estimated Fiscal Year 1999

Amount of Debt Fee Replacement

Outstanding Appropriation
Ball State University $ 33,976,559 $ 6,936,289
Indiana University(1) 421,767 372 41,008,656
Indiana State University 56,875,000 5,152,675
Indiana Vocational Tech College 49,970,980 7,105,202
Purduc University(2) 232,042,088 27,049,657
University of Southern Indiana 38,788,101 3,634,342
Vincennes University 20,197,462 2,992,953
Total $ 853,617,562 $ 93,879,774

(1) Includes its regional campuses other than Indiana University-Purdue University at Fort Wayne.
(2) Includes its regional campuses other than Indiana University-Purdue University at Indianapolis.

Source: Indiana Commission for Higher Education.

Medicaid. The third largest operating expenditure — payable solely from the General Fund — is the State's
share of Medicaid assistance. Medicaid expenditures grew dramatically at the beginning of the Discussion Period.
However, administrative rule making and legislative action beginning in Fiscal Year 1993 resulted in a number of
significant cost containment initiatives designed to slow the growth in Medicaid expenditures. As a result, Medicaid
expenditures declined in Fiscal Years 1995 and 1996 before increasing again in Fiscal Year 1997.

The State's share of spending for Medicaid is expected to total approximately $987.3 million in Fiscal Year
1999, approximately 10.9% of combined General and PTR Fund spending. Medicaid appropriations for Fiscal Year
2000 total $1,025.8 million representing an expected increase over Fiscal Year 1999 of about 3.9%. This is about
10.7% of combined appropriations for Fiscal Year 2000,

Property Tax Relief. The fourth largest operating expenditure—payable solely from the PTRF — is for
property tax relief. Spending for property tax relief, including the Homestead Credit, is expected to total $863.1
million in Fiscal Year 1999. Appropriations for Property Tax Relief for Fiscal Year 2000 total $909.3 million, about
9.5% of combined General Fund-PTRF appropriations.

Corrections. The fifth largest operating expenditure, payable solely from the General Fund, is for the
Department of Corrections. Spending to operate the State's correctional facilities and related programs are expected
to total about $409.8 million in Fiscal Year 1999. This constitutes approximately 5.0% of expected combined General
Fund and PTRF expenditures. To meet a growing prison population, the 1997 General Assembly authorized the State
Office Building Commisston to issue bonds to finance the construction of: (1) Phase I of the Miami Correctional

A-16



Facility, an additional medium security facility to provide 1,400 beds for adult males in Miami County, Indiana, (2)
an additional 350 bed correctional facility for male juveniles near Pendleton, Indiana; and, (3) a special needs facility
with 1,800 beds to be converted from an existing State institution near New Castle, Indiana. In addition, the 1999
General Assembly authorized the State Office Building Commission to issue bonds to finance Phase II of the Miami
Correctional Facility. See "STATE INDEBTEDNESS — Authorized but Unissued Debt.” As these facilities are
placed into use, additional operating appropriations will be required. Largely for this reason, appropriations for
Corrections for Fiscal Year 2000 total $494.4 million, an increase over expected Fiscal Year 1999 spending of about
20.6%. This equals about 5.2% of combined General Fund-PTRF appropriations for Fiscal Year 2000.

Other. The balance of State expenditures is comprised of spending for a combination of other purposes, the
principal ones being the costs of institutional care and community programs for persons with mental illnesses and
developmental disabilities, State administrative operations, the State's share of public assistance payments, the General
Fund's one-half share of State Police costs, State economic development programs and General Fund expenditures for
capital budget needs of the State. For Fiscal Year 2000 other combined General Fund-PTRF appropriations total
$2,526.5 million. This constitutes approximately 26.5% of combined General and PTR Fund appropriations for all

PUrposes.

Transfers. In addition to direct General Fund expenditures, transfers may be made out of or into the General
Fund. The principal transfers are (a) from the General Fund to the PTRF and the Rainy Day Fund or (b) from the
Rainy Day Fund to the PTRF and the General Fund. See "FISCAL POLICIES — Rainy Day Fund” and "FINANCIAL
RESULTS OF OPERATIONS" including Table 5.

Year 2000 Computer Remediation

The State is aggressively pursuing a plan designed to insure that all computer hardware and software and related
electronic devices are Year 2000 compliant. Prior to the 1996 session of the General Assembly, the State, with the
assistance of a national accounting firm, conducted a systematic assessment of the State's Year 2000 computer problem.
The assessment determined that it would cost about $87 million to fully address the State's needs. Based on that
assessment, the General Assembly appropriated $58 million specifically to address Year 2000 needs. It was determined
that the remaining costs would be covered through normal hardware and software replacement for which other funds
were already appropriated. In 1997, the State established a "Year 2000 Office” and contracted with a national software
development firm recognized for its expertise with computer hardware and software applications to help manage the
State's Year 2000 effort. That effort is progressing as expected. It is believed that there are sufficient funds available
to address modification and acquisition of hardware and software identified in the original assessment.

In the Fall of 1998, the State identified a number of telecommunications systems, medical devices, embedded
processors and miscellaneous office equipment that may not be Year 2000 compliant. The 1999 General Assembly
appropriated an additional $15.9 million to address these remaining Year 2000 needs. The State is now fully funded
for all known Year 2000 needs, including amounts for reasonable contingencies, and expects to be substantially Year
2000 compliant by late Summer-1999.

FINANCIAL RESULTS OF OPERATIONS
Fiscal Management
Indiana's fiscal policy is aimed at building and maintaining strong unappropriated balances and reserves in its
Rainy Day and combined Genera! and PTR Fund, while adequately funding essential governmental functions, wisely
managing debt issnance; and aggressively addressing unfunded liabilities in State pension, or retirement systems,

especially the State Teachers' Retirement Fund. See also "STATE RETIREMENT SYSTEMS.”

The State has four primary funds that build or hold unappropriated reserves: the Rainy Day Fund, Tuition
Reserve, Combined General and PTR Fund and the Medicaid Reserve. Each of these funds is described below.
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Fund Balances

Rainy Day Fund. One of three primary funds into which general purpose tax revenues are deposited, the Rainy

Day Fund is a statutorily required State savings account that permits the State to collect and maintain substantial
revenues during periods of economic expansion for use during periods of economic recession. As described under
"FISCAL POLICIES — Rainy Day Fund," access to and balances in the Rainy Day Fund are determined by statutory
formula, subject to future General Assembly action. The Rainy Day Fund has been funded at the maximum permitted
by law in each of the last three Fiscal Years. The Rainy Day Fund is currently funded at the maximum allowable
balance, $496.1 million. The Budget Agency projects that the actual balance will increase, along with the maximum
allowable balance, in each of Fiscal Years 1999-2001. The State has never had any automatic withdrawals from the
Rainy Day Fund to the General Fund. Rainy Day Fund balances are reflected on Table 3.

Table 3
Rainy Day Fund
Schedule of Cash Flow
(millions of §)
Actual Projected
1994 1995 1996 1997 1998 1999(1) 2000 2001

Beginning Cash Balance $3006 $3703 $ 4193 $4395 § 466.1 $496.1 $5245 $5332
Interest Earned(2) 16.1 18.2 18.8 25.7 272 223 23.6 240
Loans Made from Fund(3) - - - - - - - -
Sale Proceeds(4) 31.5 0.9 0.9 0.7 0.5 0.7 0.7 04
Net Transfers(5) 22.1 299 0.6 0.2 2.4 54 (15.6) 1

Ending Cash Balance(6) $3703 $4193 § 4395 $4661 § 496.1 $5245 $533.2 §$5575

Maximum Allowable

Fund Balance $3938 $4193 § 4395 54661 $ 496.1 $5245 $5332 $5575
Loans Qutstanding(7) $ 40 $ 33 §$ 28 § 21% 14 $ 11 %8 04 -
Notes: Totals may not add as a result of rounding.

Fiscal Years ended June 30

(1) Revenues upon which transfers are projected are those projected by the Technical Forecast Committee on April

(2}
3)

@

(5}

13, 1999; expenditures are those authorized by the 1999 General Assembly. Amounts are merely projections, and
actual results may differ materially from such projections. Factors that could cause actual results to differ
materially from projections include future economic conditions in Indiana, including retail sales, individual
income and corporate income in Indiana and fiature changes to Indiana's tax laws and appropriations by the
General Assembly.

Interest assumed at 4.5% for Fiscal Years 1999 — 2001; includes interest payments received on loans made.

Reserved to reflect loans made out of the Rainy Day Fund during the Fiscal Year indicated. No loans were made
during the Discussion Period, and no projections of loans are made for Fiscal Years 1999 — 2001.

Payments of principal received on loans made plus proceeds of the sale of a loan made to the City of Indianapolis,
as more fully described in note 7.

Net Transfers reflect: (a) in Fiscal Year 1994, a $22.1 million transfer from the General Fund; (b) in Fiscal Year
1995, a $29.9 million transfer from the General Fund; (c) in Fiscal Year 1996, a $106.7 million transfer from the
General Fund and a $106.1 million transfer to the PTRF; (d) in Fiscal Year 1997, a $19.8 million transfer from
the General Fund and a $19.6 million transfer to the PTRF; (¢) in Fiscal Year 1998, a $21.1 million transfer from
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the General Fund and $18.7 million transfer to the PTRF; (f) in Fiscal Year 1999, a projected $112.4 million
transfer from the General Fund and a projected $107.0 million transfer to the PTRF; (g} in Fiscal Year 2000, a
projected $15.6 million transfer to the PTRF; and (h) in Fiscal Year 2001, a projected $0.1 million transfer to the
PTRF,

(6) The amount of loans outstanding is not reflected in the ending cash balance statements.

(7) From time to time, the General Assembly has authorized the State Board of Finance to lend meneys in the Rainy
Day Fund to specified local governments for specified purposes. The aggregate amount of loans authorized by the
General Assembly totaled $55.3 million; however, loans of only $37.7 million, including one at no interest, were
actually made. In February 1993, the General Assembly caused the State Board of Finance to sell, at par plus
deferred and accrued interest, the loan made from the Rainy Day Fund to the City of Indianapolis. The sale
proceeds — approximately $33.4 million (including interesty — were deposited in the Rainy Day Fund. No
further loans or grants from the Rainy Day Fund have been authorized by the General Assembly; however, future
General Assemblies may authorize loans or grants from the Rainy Day Fund.

Source: State Budget Agency.

Tuition Reserve. The Tuition Reserve is essentially a cash flow device that is intended to ensure that local school
aid payments are timely. Pursuant to State statute, prior to cach June 1, the Budget Agency is required to estimate and
formally establish the reserve for the ensuing Fiscal Year. The Tuition Reserve was maintained at $120.0 million from
Fiscal Year 1977 through Fiscal Year 1988; however, the State steadily increased the amount of the Tuition Reserve
in each of Fiscal Years 1989 through 1999. The Tuition Reserve is expected to be set at $270.0 mitlion for Fiscal Years
2000 and 2001.

Table 4
Tuition Reserve
(millions of $)

Actual Projected
FY 1994  FY 1995 FY199% FY1997 FY 1998 FY 1999 FY 2000 FY 2001
$ 1900 $ 2000 § 2150 $ 2400 $ 2400 $ 2550 § 2700 $ 270.0

Note: For Fiscal Year ended June 30
Source: State Budget Agency

Combined General and PTR Fund. The PTRF was created by statute in Fiscal Year 1973. It is funded from
40% of revenues from the State sales and use tax and a portion of corporate adjusted gross income tax receipts. The
PTRF is used for two purposes: first, to replace local property tax levies (*PTRF Credits"), which were reduced by the
same statute that created the PTRF; and, second, for local school aid. To the extent that the PTRF does not have
sufficient revenues to make authorized payments, General Fund transfers may be made to the PTRF. In Fiscal Year
1998, $596.2 million was transferred from the General Fund to balance the PTRF. It is expected that substantial
General Fund transfers will also be required in future Fiscal Years,

The General Fund and the PTRF are the primary funds into which general purpose tax revenues, or Operating
Revenues, are deposited or transferred. Although reported as a special revenue fund, it is helpful to combine the
receipts and disbursements of the PTRF with those of the General Fund 1o provide a more complete and accurate
description of the State's Operating Revenues and discretionary spending, especially for local school aid and property
tax relief. Therefore, the General Fund and the PTRF are sometimes discussed in this Appendix A as a single,
combined fund.
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This discussion, and Table 5, summarize the actual results of State operations for the Discussion Period, as well
as the Budget Agency's projected financial results of operations for the Fiscal Years ending June 30, 1999 - 2001, for
the combined General and PTR Fund.

The financial results summarized in this discussion are derived from the Budget Agency's unaudited end-of-year
working balance statements. The working balance statements are a listing of revenues, expenditures and
unappropriated (or working) balances at the end of each Fiscal Year, before adjustment to the modified accrual basis
of accounting. As a result, the working balance statements may differ from the results included in the State Auditor's
annual reports.

There is not a significant difference in the method of accounting between the working balance statements and
the annual reports. Expenditures on the working balance statements include continuing appropriations that were
unspentt at the end of each Fiscal Year. The unappropriated balance is the cumulative excess of revenues over
expenditurcs on the working balance statements.

Table §
Combined General and PTR Fund
(millions of §)
Actual Projected
199 1995 1996 1997 1998 1999¢1)  2000(1) 2001(1)

Revenues(2)
Sales and Use Taxes  $2,580.4  $2,786.1 $2,9423 $3,112.9 $3,250.9 $3,415.2 $3,591.1 $3,769.9
Adjusted Gross Income

Tax-Individuals 2,541.9 2,7677 2,9663 3,1965 34348 36476 36492 3,8494
Corporate Income Taxes  904.5 950.4 982.0 9993 1,015.5 1,069.3 11067 1,1532
Tax Reduction (3) - - - - - - 22.7) (46.4)
Other Taxes 291.8 307.4 299.1 3217 3408 354.3 353.2 3524
Total Taxes $6,3186 $6,811.6 $7,189.7 $7,630.4 38,0420 84864 $8,677.5 $9,078.5
Interest Income 46.5 92.1 141.1 146.5 178.8 170.0 165.0 160.0
Other Revenue(4) 377.1 748.2 2396 2680 _ 261.1 2497 288.6 321.7
Total Revenue $6.7422  $76519 $7,5704 $8,0449 $8,4819 $8,906.1 $9,131.1 $9,560.2
Expenditures
Local School Aid 27195 $29976 $2,961.1 $3,092.2 $3,423.1 $3,722.0 $3,856.3 $4,065.7
Higher Education 991.2 1,0069 1,1042 1,101.8 1,1805 1,242.4 11,3315 1,389.7
PTRF Credits 661.4 846.7 784.3 822.1 §73.3 962.8 10159 1,069.6
Medicaid 1,093.4 8739 860.9 931.3 9133 964.5 9869 1,071.7
All Other 1,164.4 12976 15138 19589 19082 21157 23649 23988
Subtotal Expenditures  $5,629.8  §7,022.7 $7,2243 §7,5063 $8,298.4 $9,007.4 $9,555.5 $9,995.5
Less: Reversions - - - - - 54 20.0 20.0
Total Expenditures $6,6298 $7.0227 $7,2243 $79063 $8,2984 $8,957.4 $9.5355 $9,975.5
Excess (Deficiency) of
Revenues over
Expenditures 112.4 6292 346.1 138.6 183.5 (51.3) (404.4) (415.3)
Less: Transfers to (from)
Rainy Day Fund 221 29.9 0.6 0.2 24 54 (15.6) {0.1)
Total Transfers $ 221 $ 299 8 06 $ 02% 24 £ 548 (156) 8§ (OD
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Increase (Decrease) in

Fund Balance $ 903 § 5993 % 3605 § 1384 § 181.1 $ (56.7)% (388.9) $(415.1)
Beginning Balance (5) § 189.7 § 280.0 $§ 8793 $1,239.8 $1,378.2 $1,559.3 $1,5026 $1,113.7
Ending Balance (5) $ 2800 $ 8793 $1,2398 $1,378.2 $1,5593 $1,502.6 $1,113.7 $ 6986
(1) Revenues are those projected by the Revenue and Technical Forecast Committee on June 13, 1999; expenditures

2)

3

4

&)

are those authorized by the 1999 and prior General Assemblies. Amounts are merely projections, and actual
results may differ materially from such projections. Important factors that could cause actual results to differ
materially from projections include future economic conditions in Indiana, including retail sales, individual
income and corporate income in Indiana and future changes to Indiana's tax laws and appropriations by the
General Assembly.

Amounts projected by the Revenue and Technical Forecast Committee on June 13, 1999 have been reduced by
$260.8 for Fiscal Year 2000 and by $312.4 for Fiscal Year 2001 for revenue reductions enacted by the 1999
General Assembly. (See "STATE BUDGET PROFILE — Revenue Reductions™).

Amounts represent additional property tax reductions for certain local welfare levies. The reductions,
approximately $22.7 million for Fiscal Year 2000 and approximately $46.4 million for Fiscal Year 2001, enacted
by the 1999 General Assembly, will result in increased State PTRF expenditures (See "STATE BUDGET
PROFILE - Revenue Reductions"”).

Includes certain surplus Hoosier Lottery revenues in Fiscal Year 1994. Also includes refunds of prior year
expenditures, reimbursements of prior year expenditures, return of escrows to the General Fund and prior year
revenue transferred to the General Fund in Fiscal Year 1996, Also includes $345.0 million of extraordinary
revenues in Fiscal Year 1995 — $155.0 million transferred from a prior Medicaid reserve, $50.6 million of federal
reimbursements of administrative and program expenses of the State Family and Social Services Administration,
$85.1 million transferred upon dissolution of a court-ordered, litigation-related escrow fund and $54.3 million of
court and related fee revenues that could have been transferred to the General Fund in prior Fiscal Years.

Includes a $190.0 million Tuition Reserve for Fiscal Year 1994 (actual), a $200.0 million Tuition Reserve for
Fiscal Year 1995 (actual), a $215.0 million Tuition Reserve for Fiscal Year 1996 (actual), a $240.0 million
Tuition Reserve for Fiscal Year 1997 (actual), a $240.0 million Tuition Reserve for Fiscal Year 1998 (actual), a
$255.0 million Tuition Reserve for Fiscal Year 1999 (actual), and 2 $270.0 million Tuition Reserve for Fiscal
Years 2000 and 2001 (projected).

Notes: Fiscal Year Ended June 30

Totals may not add as a result of rounding.

Source: State Budget Agency.

Combined State Balances and Reserves

The State's total "Balances and Reserves" are defined as the balances in the combined General and PTR. F und,

together with the balances in the Rainy Day Fund and the Tuition Reserve. To reflect the real level of Balances and
Reserves on a continuing basis, they are expressed as a percent of Operating Revenues. Table 6 sets forth a history of
total state Balances and Reserves compared to Operating Revenues for the past ten years and projections for Fiscal
Years 1999 — 2001.
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Table 6
Combined State Reserves and Balances
(in millions of $)

State Combined Property Tuition Rainy Total Operating Balance as a
Fiscal Tax-General Fund Reserve Day Fund Balances  Revenues % of Operating
Year Revenues
actual
1989 $ 4246 $1350 $ 2654 $ 8250 $5,263.3 15.7%
1990 3722 144.0 318.0 834.2 5,491.3 15.2%
1991 109.4 155.0 323.0 5874 5,560.6 10.6%
1992 138.9 165.0 3286 632.5 5,784.5 10,9%
1993 9.7 180.0 300.6 490.3 6,098.6 8.0%
1994 90.0 190.0 370.3 650.3 6,720.1 9.7%
1995 679.3 200.0 4193 1,298.6 7,277.0 17.8%
1996 1,024.8 215.0 439.5 1,679.3 7,569.8 22.2%
1997 1,138.2 240.0 466.1 1,844 3 7,937.8 23.2%
1998 1,319.3 2400 496.1 2,055.4 84819 24.2%
projected
1999 1,247.6 2550 5245 2,027.1 8,900.7 22.8%
2000 843.7 270.0 3332 1,646.9 9,146.7 18.0%
2001 428.6 270.0 557.5 1,256.0 9,560.3 13.1%

Source: State Budget Agency
Note: Totals may not add due to rounding

Since Fiscal Year 1989, the state's Balances and Reserves have dropped below 10% of Operating Revenues only
twice, in Fiscal Years 1993 and 1994 when such balances represented approximately 8.0% and 9.7% of Operating
Revenue respectively. After Fiscal Year 1994, total balances and reserves grew significantly reaching a record 24.2%
of Operating Revenues on June 30, 1998.

The 1999 General Assembly enacted a number of targeted tax reductions and spending increases that are
projected to decrease total combined balances and reserves to $1,646.9 by June 30, 2000 and to $1,256.0 by June 30,
2001. (See "STATE BUDGET PROFILE - Revenue Reductions, and The State's 2000-2001 Biennial Budget".)

Balanced Budget for the 2000-2001 Biennium

Although the Budget Agency has projected a decline in total combined balances and reserves over the 2000-
2001 biennium of approximately $771.1 million, each of Fiscal Years 2000 and 2001 reflects a current year surplus
of operating revenues over operating expenscs. This is because the expected "spending down" of balances and reserves
was due to one-time appropriations that do not require or imply similar increased spending over future years.
Significant one-time appropriations authorized for the 2000-2001 biennium include: $200.0 for local road
improvements, $250.0 million for the Pension Stabilization Fund, (See "STATE RETIREMENT SYSTEMS —- State
Teacher's Retirement Fund"), $12.8 million from the General Fund for additional Year 2000 remediation, $5.0 million
for clean up of "brownfields" industrial sites and approximately $120.0 million in capital spending for university and
State facilities. When total appropriations are reduced by appropriations for expected one-time expenses, total projected
expenditures are within projected operating revenues for each year of the biennium.

Medicaid Reserve
In 1995, the General Assembly established the Medicaid Reserve and Contingency Account for the purpose of
providing funds for the timely payment of Medicaid claims, obligations and liabilities. The Medicaid Reserve

represents the estimated amount of obligations that have been incurred, but not paid, at the end of each respective
Fiscal Year. Although not included in the state's combined Balances and Reserves, the Medicaid Reserve Account
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represents a significant reserve that could help cushion unforeseen increases in Medicaid should they arise. The balance
in the Medicaid Reserve Account was $209.5 million on June 30, 1998.

STATE INDEBTEDNESS

Constitutional Limitations on State Debt

The State may not incur indebtedness under Article X, Section 5 of the State comstitution, except in the
following cases: to meet casual deficits in revenues, to pay interest on State debt; or to repel invasion, suppress
insurrection or, if hostilities are threatened, to provide for the public defense. The State has no indebtedness
outstanding under the Indiana constitution. See "FISCAL POLICIES — State Board of Finance."

Other Debt, Obligations

Substantial indebtedness anticipated to be paid from State appropriations is outstanding, together with what are
described below as "contingent obligations.” Such indebtedness and obligations are described in the following pages.
In addition, various State universities and colleges have issued bonds, notes and other obligations, the debt service on
which, though payable from student fees and other sources, is eligible for feg replacement appropriations by the General
Assembly from State general purpose tax revenues (See "STATE BUDGET PROFILE — Major Expenditures —
Higher Education"). In addition, the commissions and authorities described below may issue additional debt or incur
other obligations from time to time to finance additional facilities or projects or to refinance such facilities or projects.
The type, amount and timing of such additional debt or other obligations not already authorized is subject to 2 number
of conditions that cannot be predicted at present. See "STATE INDEBTEDNESS — Authorized but Unissued Debt”.

Obligations Payable from Possible State Appropriations

The Indiana General Assembly has created certain financing entities, including the State Office Building
Comunission, Transportation Finance Authority, Recreational Development Commission and the Indiana Bond Bank
which are each public bodies corporate and politic and separate from the State. These financing entities have been
granted the authority to issue revenue bonds and finance the construction, reconstruction and equipping of various
capital projects. Certain agencies, including the Indiana Department of Administration, the Indiana Department of
Transportation and the Indianapolis Airport Authority (under an agreement with the Indiana Department of
Commerce) have entered into use and occupancy agreements or lease agreements with the financing entities. Lease
rentals due under the agreements are payabie primarily from possible appropriation of State funds by the General
Assembly. However, there is and can be under State law no requirement for the General Assembly to make any such
appropriations for any facility in any Fiscal Year. No trustee or holder of any revenue bond issued by any financing
entity may legally compel the General Assembly to make any such appropriations. Revenue bonds issued by any of
the financing entities do not constitute a debt, liability or pledge of the faith and credit of the State within the meaning
of any constitutional provision or limitation. Such use and occupancy agreements, lease agreements and obligations
do not constitute an indebtedness of the State within the meaning or application of any constitutional provision or
limitation. Following is a description of the entities that have issued bonds and the projects that have been financed
with the proceeds and which are subject to use and occupancy agreements or lease agreements.

State Office Building Commission. The State Office Building Commission is authorized to issue revenue bonds
to finance or refinance the acquiring, construction and equipping of buildings, structures or improvements or parking
arcas owned or leased by the State Office Building Commission or the State for the purpose of (a) housing the
personnel or activities of State agencies or branches of State government; (b) providing transportation or parking for
State employees or persons having business with State government; or () providing a building, structure or
improvement for the custody, care, confinement or treatment of committed persons under the supervision of the State
Department of Correction.

Pursuant to this general authority, as well as specific findings of need by the General Assembly, the State Office
Building Commission has issued its revenue bonds to finance or refinance various facility projects, described below:
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Facility Project Description

Indiana Government Center Parking  Acquisition, constructing and equipping of two new multi-level

Facilities parking facilities

Indiana Government Center South Acquisition, constructing and equipping of new State office building
facility

Indiana Government Center North Renovation of and construction of improvements to original State
office building facility

Wabash Valley Correctional Institution; Acquisition, construction and equipping of men's maximum security

Rockville Correctional Facility correctional facility and medium security correctional facility,
acquisition, construction, renovation and equipping of women's
correctional facility

To see a listing by bond series of the outstanding indebtedness of the State Office Building Commission, see
"STATE INDEBTEDNESS — Debt Statement — Obligations Payable From Possible State Appropriations.”

The State Office Building Commission's revenue bonds are payable, or upon completion of the construction of
the facility (or portions thereof) will be payable, principally from rental payments on such facility (or portions thereof)
to be made by the State Department of Administration pursuant 10 a use and occupancy agreement for such facitity (or
portions thereof). The term of cach such use and occupancy agreement is coextensive with the State's biennial budget,
but is renewable for additional two-year terms. Rental payments by the Department of Administration with respect
to each such facility are and will be subject to and dependent upon appropriations being made for such purpose by the
General Assembly.

Transportation Finance Authority - Highway Financing. The Indiana Transportation Finance Authority (the
"TFA") was established in 1988 under Indiana Code 8-9.5-8, as the successor to the Indiana Toll Finance Authority.
The TFA is a body corporate and politic separate from the State. When the General Assembly established the TFA,
it enacted Indiana Code 8-14.5, which authorizes the TFA to; (a) undertake projects to construct, acquire, reconstruct,
improve and extend the State's highways, bridges, streets and roads; (b) lease such projects to the Indiana Department
of Transportation, formerly the Indiana Department of Highways; and (c) issue revenue bonds to finance or refinance
such projects.

Pursuant to this authority, the TFA has issued its revenue bonds to finance the construction, acquisition,
reconstruction, improvement and extension of the State's highways, bridges, streets and roads throughout Indiana. To
sec a listing by bond series of the indebtedness of the TFA for Highway Financing, sce "STATE INDEBTEDNESS —
Debt Statement — Obligations Payable From Possible State Appropriations.”

The TFA's bonds are corporate obligations of the TFA and are payable, as to both principal and interest, solely
from revenues derived from leases with the Department of Transportation, bond proceeds and investment earnings on
bond proceeds. The TFA has no taxing power, and any indebtedness incurred by the TFA does not constitute an
indebtedness of the State within the meaning or application of any constitutional provision or limitation. Debt service
on the bonds is payable primarily from rental payments to be received from the Department of Transportation pursuant
tocertain master lease agreements between the TFA and the Department of Transportation, as supplemented. The term
of each such master lease agreement is coextensive with the State's biennial budget, but is renewable for additional
terms of two years, up to a maximum aggregate lease term of 25 years. Lease rentals under each such master lease
agreement are payable solely from biennial appropriations for the actual use or availability for use of projects financed
by the TFA, with payment commencing no earlier than the commencement of such use or availability for use.

Transportation Finance Authority - Aviation Financing. In 1991, the General Assembly enacted Indiana
Code 8-21-12, which authorizes the TFA to finance improvements related to an airport or aviation related property
or facilities, including the acquisition of real estate, by borrowing money and issuing revenue bonds from time to time.
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The authorizing legislation defines "aviation related property or facilities" as those properties or facilities that are
utilized by a lessee, or a lessee's assigns, who provides services or accommodations (a) for scheduled or unscheduled
air carriers and air taxis and their passengers, air cargo operations and related ground transportation facilities, (b) for
fixed based operations, (c) for general aviation or military users and (d) for aviation maintenance and repair facilities.

Airport Facilities. On February 11, 1992, the TFA issued $201,320,000 aggregate principal amount of Airport
Facilities Lease Revenue Bonds, Series A (the "1992 Airport Facilities Bonds”). On June 13, 1995, the TFA issued
$29,720,000 aggregate principal amount of Airport Facilities Lease Revenue Bonds, 1995 Series A (the "1995 Airport
Facilities Bonds”). On December 18, 1996, the TFA issued $137,790,000 aggregate principal amount of Airport
Facilities Lease Revenue Refunding Bonds, 1996 Series A (the "1996 Airport Facilities Bonds"), to advance refund
a portion of the 1992 Airport Facilities Bonds (the 1992 Airport Facilities Bonds, the 1995 Airport Facilities Bonds
and the 1996 Airport Facilities Bonds, collectively, the "Airport Facilities Bonds"). As of September 30, 1998,
$232,905,000 aggregate principal amount of the Airport Facilities Bonds remains outstanding.

The 1992 Airport Facilities Bonds were issued to finance a portion of the costs of constructing and equipping
improvements related to an airport and aviation related property and facilities at Indianapolis International Airport
(the "Phase I Facility”), and the 1995 Airport Facilities Bonds were issued to finance a portion of the costs of
constructing and equipping additional improvements (the "Phase IA Facility"). At present, United Air Lines, Inc. is
using the Phase I Facility and Phase IA Facility (collectively, the “Airport Facilities") as a major aircraft maintenance
and overhaul facility. The TFA expects that United will continue to use the Airport Facilities for aircraft maintenance
operations.

The TFA has acquired an undivided ownership interest as a tenant in common in a leasehold estate in the
Airport Facilities and certain real property on which the Airport Facilities are situated, and the TFA has leased its
undivided ownership interest therein to the Indianapolis Airport Authority pursuant to a lease agreement between the
TFA, as lessor, and the Indianapolis Airport Authority, as lessee (the "Airport Facilities Lease"). The Airport Facilities
Bonds are special, limited obligations of the TFA, payable solely from and secured exclusively by the TFA's pledge
of a trust estate, including the rental payments to be received by the TFA from the Indianapolis Airport Authority under
the Airport Facilities Lease for the payment of the principal of and interest on the Airport Facilities Bonds. Such
rentals are payable by the Indianapolis Airport Authority for the use or availability for use of the Airport Facilities,
solely from funds appropriated by the General Assembly and available to pay such rentals.

The Airport Facilities Bonds are not an obligation, directly or indirectly, of United Air Lines, Inc.

Aviation Technology Center. On December 22, 1992, the TFA issued $11,630,000 aggregate principal amount
of Aviation Technology Center Lease Revenue Bonds, Series A (the "Aviation Technology Center Bonds"). As of
September 30, 1998, $10,605,000 aggregate principal amount of the Aviation Technology Center Bonds remains
outstanding.

The proceeds from the Aviation Technology Center Bonds were applied to finance the costs of constructing and
equipping a new aviation technology center (the "Aviation Technology Center") at Indianapolis International Airport.
Vincennes University is operating the Aviation Technology Center, and Vincennes University and Purdue University
are currently conducting classes for training individuals for employment in aviation technology and other fields related
to aircraft, aircraft maintenance and airport operations. Recently, a Bocing 737 aircraft was added to the Aviation
Technology Center for use for educational purposcs by Vincennes and Purdue Universities.

The TFA has acquired an interest in the Aviation Technology Center and certain real property on which the
Aviation Technology Center is situated, and the TFA has leased its interest to the Indianapolis Airport Authority
pursuant to a Lease Agreement between the TFA, as lessor, and the Indianapolis Airport Authority, as lessee (the
"Aviation Technology Center Lease"). The Aviation Technology Center Bonds are special, limited obligations of the
TFA, payable solely from and secured exclusively by the TFA's pledge of a trust estate, including the rental payments
to be received by the TFA from the Indianapolis Airport Authority under the Aviation Technology Center Lease. Such
rentals are payable by the Indianapolis Airport Authority for the use or availability for use of the Aviation Technology
Center, solely from funds appropriated by the General Assembly and available to pay such rentals.
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The Aviation Technology Center Bonds do not constitute an indebtedness, liability or loan of the credit of the
Indianapolis Airport Authority, the State or any political subdivision thereof within the meaning or application of any
constitutional provision or limitation, or a pledge of the faith, credit or taxing power of the Indianapolis Airport
Authority, the State or any political subdivision thereof. The Aviation Technology Center Bonds are not an obligation,
directly or indirectly, of Vincennes University.

For a description of other powers and responsibilities of the TFA, including its authority to issuc other debt, see
"STATE INDEBTEDNESS — Contingent Obligations — Transportation Finance Authority - Toli Road Financing."

Recreational Development Commission. The Indiana Recreational Development Commission (the "Recreation
Commission”) was created in 1973 by Indiana Code 14-14-1 and is responsible for the acquisition, construction,
improvement, operation and maintenance of public recreational facilities and for facilitating, supporting and promoting
the development and use of parks of the State. Pursuant to Indiana Code 14-14-1-21, the Recreation Commission and
the State Department of Natural Resources (the “DNR") may enter into agreements setting forth the terms and
conditions for the use of park improvements by the DNR and the sums to be paid by the DNR for such use.

Pursuant to this authority, the Recreation Commission issued, on April 6, 1994, $19,285,000 aggregate principal
amount of its Revenue Bonds, Scries 1994 (the "Series 1994 Bonds"), to finance and refinance costs of acquisition,
construction, renovation, improvement and equipping of various facilities for public parks in the State. As of
September 30, 1998, $18,975,000 aggregate principal amount of the Series 1994 Bonds remain outstanding.

The Recreation Commission also issued, on February 12, 1997, $6,600,000 aggregate principal amount of its
Revenue Bonds, Series 1997 (the "Series 1997 Bonds" and, collectively with the Series 1994 Bonds, the "Park Revenue
Bonds") to finance the costs of acquisition, construction, renovation and equipping of improvements at Fort Benjamin
Harrison State Park, including a golf course and related facilities (all projects financed with Park Revenue Bonds are
collectively, the "Park Projects"). As of September 30, 1998, $6,400,000 aggregate principal amount of the Series 1997
Bonds remain outstanding.

The Park Revenue Bonds are limited obligations of the Recreation Commission, payable solely from certain
revenues and funds of the Recreation Commission pledged for such payment, including the net revenues from the Park
Projects. These net revenues include primarily rental payments to be received by the Recreation Commission from the
DNR for the DNR's use of the Park Projects under a master use and occupancy agreement, as supplemented by a
supplemental agreement for each of the Park Projects. The term of the master use and occupancy agreement is
coextensive with the State's biennial budget, but is renewable for additional two-year terms. Rental payments under
the master use and occupancy agreement are subject to and dependent upon appropriations by the General Assembly
having been made and being available for such purpose. The Park Revenue Bonds do not constitute a debt of the State
or any political subdivision thereof or a pledge of the faith and credit of the State or any political subdivision thereof
within the meaning of any constitutional provision or limitation.

Indiana Bond Bank. The only bonds issued by the Indiana Bond Bank which are payable from possible State
appropriations are the Series 1998A Bonds issued in the principal amount of $10,830,000 to refund the Special
Program Bonds, Series 1991 A. The Bond Bank issued the Series 1991 A Bonds in the principal amount of
$11,760,000 to finance construction of the State's Animal Discase and Diagnostic Laboratory at Purdue University,
West Lafayette. The essential security for the bonds is lease rentals payable under a lease between the State of Indiana,
acting by and through the Department of Administration, as tenant, and The Trustees of Purdue University, as landlord.
For a description of other powers and responsibilities of the Bond Bank, including its authority to issue other debt, see
"STATE INDEBTEDNESS — Contingent Obligations — Indiana Bond Bank" and Table 10.

Debt Statement - Obligations Payable From Possible State Appropriations

Table 7 lists, by issuing agency, all long term debt that is subject to possible State appropriations through
January 1, 1999.
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Issuer/Series
State Office Building Commission
Government Center Parking Facilities
Series 1990A
Series 1993A
Subtotal

Government Center North
Series 1990B
Series 1993B
Subtotal

Government Center South
Series 1990C
Series 1990D
Series 1993C
Subtotal

Correctional Facilities
Series 1995A
Series 1995B
Series 1998A

Subtotal

TOTAL SOBC

Transportation Finance Authority
Highway Revenue Bonds
Series 1988B
Series 1990A
Series 1992A
Series 1993A
Series 1996B
Series 1998A
Subtotal

Airport Facilities Bonds
Series 1992A
Series 1995A
Series 1996A
Subtotal

Aviation Technology Bonds
Series 1992A
Subtotal

Table 7

Schedule of Long Term Debt
Obligations Payable From Possible State Appropriations
(as of December 31, 1998)
Ending (Redecmed)/ Ending
Original Balance Issued Balance
Par Amount 6/30/98 2 ers FY 99 12/31/98
$ 26669824 § 10475687 § - % 10,475,687
42,410,000 38.995.000 (1,810,000) 37.185.000
$ 69079824 § 49470,687 § (1,810,000) $ 47,660,687
$ 77123542 § 32492747 § - % 32,492747
107,555,000 100,655,000 (3,655,000 97,000,000
$ 184678542 § 133,147,747 8§ (3,655,000) $ 129,492,747
$ 18063800 § 7,089,520 § - % 7,089,520
110,675,000 106,680,000 (815,000) 105,865,000
28,440,000 14,050,000 {4,165,000) 9,885,000
$ 157,178,800 § 127,812,520 § (4,980,000 $ 122,839,520
$ 54025000 § 54025000 $ (3950000 $ 53,630,000
47,975,000 47,975,000 - 47,975,000
93,020,000 93,020,000 - 93,020,000
$ 195,020,000 $ 195020,000 § (395000) § 194,625,000
$ 605,957,166 $ 505,457,954 $(10,840,000) $ 494,617,954
$ 64315000 $ 2225000 $§ (22250000 § -
72,498,391 55,178,391 - 55,178,381
74,035,000 43,870,600 (1,970,000) 41,900,000
193,531,298 172,026,298 - 172,026,298
27,110,000 26,895,000 (225,000) 26,670,000
175,360.000 - 175,360,000 175,360,000
$ 606,849,689 $ 300,194,689 $ 170,940,000 $ 471,134,689
$ 201,320,000 $ 65395000 § (3,905000) § 61,490,000
29,720,000 29,720,000 {635,000) 29,085,000
137,790,000 137,790,000 - 137,790,000
$ 368,830,000 § 232905000 $ (4,540,000) $ 228365000
$ 11630000 $ 10605000 § - $ 10605000
$ 11,630,000 § 10605000 § - §$ 10,505,000
$ 987,309,689 § 543,704,689  $ 166,400,000 $ 710,104,689

TOTAL ITFA
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Recreational Development Commission

Serics 1994 $ 19,285000 $ 19,105000 $ (130,000) § 18,975,000
Series 1997 6,600,000 6,600,000 {200,000) 6,400,000
TOTAL IRDC $ 25885000 $ 25705000 $ (330,000) § 25375000
Animal Diseasc & Diagnostic Laboratory
Series 1998B $ 10830000 $ 10,830000 § (835000 $§ _ 9995000
TOTAL ADDL $ 10,830,000 $ 10,830000 § (8350000 § 9995000

TOTAL - ALL BONDS $1,629,981,855 $1,085,697,643 $ 154,395,000

Source: State Budget Agency

Debt Service Schedule - Obligations Payable From Possible State Apprepriations

$1,240,092,643

Table 8 lists, by issuing agency, all principal and interest payments payable from possible State appropriations
(not including debt that has been defeased) that are due in State Fiscal Years 1999-2002 and those scheduled thereafter

until the bonds are retired.

Table 8
Scheduled Principal and Interest Payments
Payable From Possible State Appropriations

Issuer/Series
State Office Building

Government Center Parking Facilitics

Series 1990A
Series 1993A
Subtotal

Government Center North
Series 1990B
Series 1993B
Subtotal

Government Center South
Series 1990C
Series 1990D
Serics 1993C
Subtotal

Correctional Facilities
Scrics 1995A
Series 1995B
Series 1998A

Subtotal

TOTAL SOBC

Transportation Finance
Highway Revenue Bonds
Series 1990A
Series 1992A
Series 1993A

FY 99 FY 00 FY 01 FY 02 Thereafter
$ 468,050 $ 468,050 1,948,049 § 1,948,050 $ 20,843,800
3705681  3.703.049 3698309 3,691,946 41,564,837
$ 4,173,731 § 4,171,099 5646358 $ 5,639,996 62,408,637
$ 1,451,880 $ 1,451,880 1,451,880 $ 6,041,880 69,967,320
8633319 8626584 8615564 8611016 119,716,092
$10,085,199 $10,078,464 $ 10,067,444 $ 14,652,896 $ 189,683,412
$§ 317,090 $ 317,090 1,317,090 § 1,317,090 § 15,263,425
7965683 11,754000 11,740,443 11,726,760 132,857,474
4,750,103 876,443 879,053 875.280 12,205,590
$13,032,875 $12,947,623 $ 13,936,585 §$ 13,919,130 § 160,326,489
$ 3,322,944 $ 3,320,830 3,322,130 $ 3326769 $ 46,392,263
2,667,175 3,866,144 3.862,381 3,860,058 53,670,664
4501326 4,501,326 4501326 6903551  119.386,008
$10.491.445 $11.688300 $ 11.685.838 § 14,090,378 $ 219,448.934
$37,783,250 $38,885,486 $ 41,336,225 $ 48,302,400 $ 631,867,472
$ 6,711,393 $ 6,709,793 6,724,488 $ 6,724,488 $ 87,325,238
4,817,573 4,818,454 4,807,510 4,800,445 63,507,890
12,033,414 14,339,112 14,331,710 14341960 266,131,403
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Series 1996B 1,597,481 1,593,095 1,592,985 1,592,080 31,706,543

Series 1998A(1) 8.718.950 _ 9,071,740 9.071.740 12,111,765 269,169,278
Subtotal Highway $33,878,810 $36,532,193  $36,528,433 $ 39,570,738  $717,840,351
Airport Facilities Bonds
Series 1992A $ 7,821,621 § 8,122,006 $ 8432391 $ 8,742,756 $ 64,380,903
Series 1995A 2,244,005 2,287,715 2,329,305 2,376,240 40,476,760
Series 1996A 7.480.470 _7.480.470 7.480.470 8,204 983 206,063,733
Subtotal AF $17,546,096 $17,890,191 $ 18,242,166 $ 19,323,979 $§ 310,921,39
Aviation Technology Bonds
Series 1992A $ 955060 $ 954955 $ 958455 § 955375 $ 15313.020
TOTAL ITFA $52,379,967 $55,377,340 $ 55,729,054 $ 59,850,091 $1,044,074,766
Recreational Development Commission
Series 1994 $ 1,264,258 $ 1,302,220 $ 1,342,595 $ 1,380,070 $ 31,097,359
Series 1997 537,400 529,150 525,390 326,043 8,838,598
TOTAL IRDC $ 1,801,658 $ 1,831,370 $ 1,867,985 § 1,906,113 $ 39,935,957
Animal Disease & Diagnostic Laboratory
Series 1998B $ 1381435 $ 1041430 § 1041783 $ 1040638 $ 7,980,000
TOTAL ADDL $ 1,381,435 $ 1,041,430 § 1,041,783 $ 1,040,638 $ 7,980,000
TOTAL — ALL BONDS $93,346,310 $97,135,625 $ 99,975,046 $111,099,241 $1,723,858,195

Note: Excludes principal and interest on refunded bonds.
Source: State Budget Agency

Debt Ratios

Historically, Indiana's debt burden has remaincd well below the national average and compares favorably with
its regional peers. At $210, the State's net tax-supported debt per capita ranks approximately 43 mong the states.
On December 30, 1998, the median for all the states was $505 and the mean was $697. At .9%, Indiana has the lowest
reported debt as a percent of personal income in the region and ranks approximately 43™ among all the states. On
December 30, 1998, the median for all the states was 2.0% and the mean was 2.7%. Even with the issuance of new
debt authorized by the General Assembly for the 2000-2001 biennium, the State expects to retain its low ranking
among the states for net tax-supported debt. Governor O'Bannon has directed the creation of a comprehensive debt
management plan to help insure that debt will continue to be issued and managed in a prudent manner. The ratios of
outstanding debt subject to possible state appropriation to population and personal income for the discussion period
are reflected in the Table 9 shown below.

(The remainder of this page intentionally left blank)
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Table 9
Ratios of Outstanding Debt Subject to Possible Appropriation
to Population and Personal Income

Fiscal Personal QOutstanding Debt

Year Population Income(1) Subject to Appropriation Debt/Capita Debt/Income
1993 5,700,243 $112,701 $ 1,001,051,854 $175 0.9%
1994 5,741,540 119,665 1,030,787,646 179 0.9
1995 5,787,839 125,804 1,036,962,646 179 0.8
1996 5,828,090 131,906 1,119,537,646 192 0.8
1997 5,864,105 138,415 1,116,717,640 190 0.8
1998 5,899,000(2) 140,963(2) 1,240,092,643(3) 210 0.9

(1)  Personal Income is expressed in millions of doilars.

(2)  Preliminary.

(3)  Outstanding debt is as of December 31, 1998.

Source: United States Bureau of Census for population, United States Department of Commerce, Bureau of Economic
Analysis for personat income; and State Budget Agency for outstanding debt.

Authorized but Unissued Debt

The 1997 General Assembly authorized the State Office Building Commission to issuc additional bonds to
finance: (1) Phase I of an additional medium security correctional facility for adult males in Miami County, Indiana
(Phase [ of the Miami Correctional Facility is expected to be available for use and occupancy on July 1, 1999); (2) an
additional correctional facility for male juveniles near Pendleton, Indiana (Pendleton Juvenile Correctional Facility
is under construction and is expected to be available for use and occupancy in the Fall of 2000Y; (3) a special needs
facility to be converted from an existing State institution near New Castle, Indiana (construction has commenced on
the New Castle Correctional Facility and is expected to be available for use and occupancy in late 2001); and (4) a new
State Museum in Indianapolis. (Construction has commenced on the Museum. It is expected to be available for use
and occupancy in the Summer of 2001.) The Commission is providing short-term, or construction, financing for these
facilities through issuance and sale "Hoosier Notes." Initialty, $100.0 million aggregate principal amount of Hoosier
Notes were authorized to be issued by the Commission, beginning in February 1998. The authorization was
subsequently increased to $150.0 million in January 1999.

The Commission is expected to refinance a portion of the Hoosier Notes used to finance construction of Phase I
of the Miami Correctional Center through issuance and sale of additional bonds in July, 199%. The type, amount and
timing of any additional bonds to refinance additional amounts of Hoosier notes are subject to a number of conditions
that cannot be predicted at present, including architectural and engincering work, the level of investment rates,
conditions in the credit markets, costs and progress of construction and the financial condition of the State.

The 1999 General Assembly authorized the Commission to issue additional bonds to finance: (1) Phase II of
the Miami Correctional Facility and (2) an additional mental health facility. The Commission has not yet established
construction time lines or plans of finance for these facilities.

In 1997, the General Assembly authorized the TFA to issue bonds for additional State highway projects. Over
a three to four year period, the TFA is expected to issue approximately $400.0 million aggregate principal amount of
revenue bonds 1o finance projects designed to increase the capacity of State highways. The TFA issued the first series
of bonds in the principal amount of $175,360,000 on July 9, 1998,

Contingent Obligations
Certain State entities, including the Indiana Department of Transportation, Indiana Bond Bank, Indiana

Recreational Development Commission and Indiana Development Finance Authority, have entered into lease
agreements or issued obligations that, in certain circumstances, may include payment of State gengral funds. Such
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payments, if needed, are not mandatory and no one may compel the General Assembly to appropriate moneys to make
them. The leases and other obligations of such entities do not constitute an indebtedness of the State within the
meaning or application of any constitutional provision or lirnitation.

Transportation Finance Authority - Toll Road Financing. The TFA and its predecessors have issued revenue
bonds ("Toll Road Bonds") to finance and refinance the construction and improvement of the 156-mile East-West toll
road (the "Toll Road") in northern Indiana, which links the Chicago Skyway and the Ohio Turnpike. To see a listing
by bond series of the indebtedness of the TFA for Toll Road Financing, see "STATE INDEBTEDNESS—Debt
Statement — Contingent Obligations."

The Indiana Department of Transportation has entered into a lease agreement for the Toll Road (the "Toll Road
Lease") with the TFA. The Toll Road Lease is antomatically renewable every two years unless terminated by written
notice of one party to the other not less than six months prior to the end of a term. The TFA may also terminate the
Toll Road Lease at any time upon 15 days' written notice if, in the judgment of the TFA, the Department of
Transportation is not complying with the Toll Road Lease.

Pursuant to the Toll Road Lease, the operating budget of the Toll Road is controlled by the Department of
Transportation, and the Department is obligated to make all necessary repairs, rencwals, replacements and
improvements to the Toll Road out of tolls and other revenues collected by the Department and deposited with the
trustee under the Toll Road Lease. The Department is further obligated to fix and collect tolls to meet the requirements
of the Toll Road Lease: (a) operating expenses; (b) rent to the TFA (for payment of debt service on Toll Road Bonds);
and (c) expenses of major repairs, improvements and equipment. The base rent is subject to increase if debt service
increases as a result of the issuance of additional Toll Road Bonds. Any excess revenues collected by the Department
are payable to the TFA as additional rent.

In the event Toll Road revenues are insufficient in any year to meet the requirements of the Toll Road Lease,
the Department of Transportation is obligated under the Toll Road Lease to take steps to remedy the insufficiency,
including increasing toll rates and reducing operating expenses. If such measures are inadequate, the Department is
required, within 30 days, to report the amount of the insufficiency to, and seck the approval of, the State Budget
Agency for a request to the General Assembly for an appropriation to the extent of such insufficiency. To date, no
request for an appropriation for payments or other requirements under the Toll Road Lease has been made. Under the
Toll Road Lease, the Department is unconditionally obligated to pay the rent during each term from legally available
funds, but is not obligated to pay rent for any subsequent term unless the Toll Road Lease is renewed and extended.
The Department's obligation to pay rent is not limited to Toll Road Lease revenues but, to the extent that the
Department can legally obligate itself to do so, extends to other funds of, or obtainable by, the Department and legally
available from time to time for expenditures in connection with the operation of the Toll Road. Nothing in the Toll
Road Lease or in Indiana Code 8-9.5-8 or 8-15 creates a debt or an obligation that requires the State to make any
appropriations to or for the use of the TFA or the Department.

For a description of other powers and responsibilities of the TFA, including its authority to issue other debt, see
"STATE INDEBTEDNESS — Obligations Payable from Possible State Appropriations — Indiana Transportation
Finance Authority - Highway Financing" and "Indiana Transportation Finance Authority - Aviation Financing."

Indiana Bond Bank. The Indiana Bond Bank (the "Bond Bank"), a body corporate and politic, was created
in 1984 pursuant to Indiana Code 5-1.5. The Bond Bank is not a State agency and is separate from the State in both
its corporate and sovereign capacity. The Bond Bank has no taxing power. The purpose of the Bond Bank is to buy
and sell securities and to make loans to political subdivisions of the State and other qualified entities as defined in
Indiana Code 5-1.5-1-8. The Bond Bank is empowered to issue bonds or notes which are payable solely from revenues
and funds that are specifically allocated for such purpose. To assure maintenance of a debt service reserve in any
reserve fund required for Bond Bank bonds or notes, the General Assembly may, but is under no obligation to,
appropriate to the Bond Bank for deposit in one or more of such funds the sum that is necessary to restore that fund
to its required debt service reserve. Ifat the end of any Fiscal Year the amount in any reserve fund exceeds the required
debt service reserve, any amount representing earnings or income received on account of any money appropriated to
the reserve fund that exceeds the expenses of the Bond Bank for that year may be transferred 1o the General Fund.
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Bonds issued by the Bond Bank do not constitute a debt, liability or loan of the credit of the State or any political
subdivision thereof under the State constitution. Particular sources ar¢ designated for the payment of and security of
bonds issued by the Bond Bank.

By statute, the total amount of bonds and notes which the Bond Bank may have outstanding at any one time
(except bonds or notes issued to fund or refund bonds or notes) is currently limited by statute to $1,000.0 million plus
(a) up to $200.0 million for certain qualified entities that operate as rurat electric membership corporations or as
corporations engaged in the generation and transmission of electric energy and (b) up to $30.0 million for certain
qualified entities that operate as telephone cooperative corporations.

Asof June 1, 1999, the Bond Bank had $1,100,760,000 in bonds and notes ontstanding, including $445,175,000
in outstanding bonds that are eligible for reserve fund replacement, with an aggregate reserve fund requirement for
such bonds of $50,752,258. To see a listing by bond series of the outstanding Bond Bank bonds that are eligible for
reserve fund replacement see "STATE INDEBTEDNESS—Debt Statement - Contingent Obligations."

As of June 1, 1999, all borrowers from the Bond Bank were current in their payments and no appropriation has
been requested or required to maintain the debt service reserve funds at their required levels, however, on January 1,
1999, the Town of Claypool, Indiana (a borrower of $328,000 aggregate principal amount of the Bond Bank’s Special
Program Pool, Series 1991F) failed to make payment of $21,546.75, which payment was then made by the Bond Bank
from available monies and thereafier such borrowing was restructured and the payment delinquency cured.

Development Finance Authority. The Indiana Development Finance Authority (the "Development Finance
Authority"), a body politic and corporate, was established in 1990 under Indiana Code 4-4-11 as successor to the
Indiana Employment Development Commission, Indiana Agricultural Development Corporation and Indiana Export
Finance Authority. The Development Finance Authority is not a State agency, but an independent instrumentality of
the State exercising essential public functions. The public purposes of the Development Finance Authority are to: (a)
promote opportunities for gainful employment and business opportunities by the promotion and development of
industrial development projects, rural development projects, mining operations, international exports and agricultural
operations; (b) promote educational enrichment (including cultural, intellectual, scientific or artistic opportunities) by
the promotion and development of educational facility projects; (c) promote affordable farm credit and agricultural loan
financing for farming and agricultural enterprises; and (d) prevent and remediate environmental pollution by the
promotion and development of industrial development projects.

The Development Finance Authority is permitted by law to issu¢ revenue bonds to finance projects which serve
these public purposes. The Development Finance Authority's revenue bonds are payable solely from revenues of the
Development Finance Authority specifically pledged thereto. The bonds are not in any respect a general obligation
of the Development Finance Authority or the State, nor are they payable in any manner from revenues raised by
taxation. The Development Finance Authority has no power to levy taxes.

Pursuant to this authority, the Development Finance Authority has issued many revenue bonds. Except as
described below, the revenue bonds are not payable from State appropriations. The Development Finance Authority
issued on May 25, 1995, $21,400,000 aggregate principal amount of its Taxable Economic Development Revenue
Bonds, Series 1995 (Steel Dynamics, Inc. Project) (the "Steel Dynamics Bonds"), secured in part by a debt service
reserve fund established exclusively for the Steel Dynamics Bonds. As of January 1, 1999, $19,500,000 aggregate
principal amount of the Steel Dynamics Bonds remain outstanding. In addition, the Development Finance Authority
issued on June 27, 1996, $14,345,000 aggregate principal amount of its Taxable Economic Development Revenue
Bonds, Series 1996 (Envirotest Systems Corp. Project) (the "Envirotest Systems Bonds™), secured in part by a debt
service reserve fund established exclusively for the Envirotest Systems Bonds. On October 16, 1998, Envirotest
redeemed all of the $12,945,000 aggregate principal amount of bonds outstanding. In addition, the Development
Finance Authority issued $33,100,000 aggregate principal amount of its Taxable Variable Rate Demand Economic
Development Revenue Bonds, Series 1996 (Qualitech Steel Corporation Project) (the "Qualitech Bonds"), secured in
part by a debt service reserve fund established exclusively for the Qualitech Bonds, all of which revenue bonds remain
outstanding as of January 1, 1999. Finally, the Development Finance Authority issued $13,800,000 aggregate principal
amount of its Taxable Variable Rate Demand Economic Development Revenue Bonds, Series 1998 (Heartland Steel,
Inc. Project) ( the "Heartland Steel Bonds") secured in part by a debt service reserve fund established exclusively for
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the Heartland Steel Bonds, all of which revenue bonds remain outstanding as of Jannary 1, 1999, The Development
Finance Authority has contractually agreed that, if, after an unreimbursed transfer from the debt service reserve fund
for the Steel Dynamics Bonds, the Qualitech Bonds or the Heartland Steel Bonds, as applicable, such debt service
reserve fund is not fully funded, the Development Finance Authority will seek an appropriation from the General
Assembly to replenish such debt service reserve fund. However, the General Assembly is under no obligation to make
any appropriation to replenish any such debt service reserve fund. To see a listing by bond series of the outstanding
Development Finance Authority bonds that are eligible for reserve fund replacement see Table 10 "Schedule of Long
Term Debt -Contingent Obligations” shown below.

On March 22, 1999, Qualitech Steel Corporation, the corporation whose revenues are the primary source of
repayment for the Qualitech Bonds filed a voluntary petition for reorganization under Chapter 11 of the United States
Bankruptcy Code. As of June 1, 1999, the bankruptcy proceedings were not concluded, however it is likely that, at
some point in the future, the debt service reserve fund established for the Qualitech Bonds will not be fully funded and
the Development Finance Authority will be required to seek an appropriation from the General Assembly to replenish
such debt service reserve fund or to reimburse National City Bank of Indiana for unreimbursed draws under a letter
of credit it issued to secure payment of the Qualitech Bonds.

Debt Statement - Contingent Obligations

Table 10 lists the long term debt classified as contingent obligations that was outstanding on January 1, 1999.
Debt classified as a contingent obligation is debt for which the State has agreed to replenish a debt service reserve fund
or seck an appropriation from the General Assembly to provide funds to meet certain obligations. See "STATE
INDEBTEDNESS — Contingent Obligations."

Table 10
Schedule of Long Term Debt
Contingent Obligations
{(as of January 1, 1999)

Ending (Redecmed)/ Ending
Original Balance Issued Balance
Par Amount 6/30/98 2 ers FY 99 01/01/99
Issuer/Series
Transportation Finance Authority
Toll Road Bonds
Series 1985 $ 256,970,000 $ 26,200,000 $ - $ 26,200,000
Series 1987 184,745,000 51,480,000 (1,625,000) 49,855,000
Series 1993 76,075,000 71,165,000 (7,465,000) 63,700,000
Series 1996 134,795,000 134,405,000 (540,000) 133,865,000
Subtotal $ 652,585,000 $ 283,250,000 $ (9,630,000) $ 273,620,000
Indiana Bond Bank
Special Program Pool
Series 1985B $ 2,702,000 § 1,320,000 $ (580,000) § 740,000
Series 1986B 16,340,000 8,670,000 - 8,670,000
Series 1986C 25,715,000 3,480,000 (310,000} 3,170,000
Series 1986E 15,520,000 1,800,000 - 1,800,000
Scries 1987A 9,210,000 6,145,000 (4,980,000) 1,165,000
Series 1989C 5,455,000 4,795,000 (110,000} 4,685,000
Series 1990A 8,795,000 6,755,000 - 6,755,000
Series 1990B 7,550,000 6,150,000 - 6,150,000
Series 1991A 38,655,000 34,520,000 (3,085,000) 31,435,000
Series 1991C 9,360,000 8,155,000 - 8,155,000
Series 1991F 15,330,000 13,805,000 (460,000) 13,345,000
Serigs 1992 A (hospital) 21,000,000 17,515,000 - 17,515,000
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Series 1992A 9,115,000 8,565,000 (175,000) 8,390,000

Series 1992B 15,735,000 12,140,000 (1,065,000) 11,075,000
Series 1993A 7,975,000 7,195,000 - 7,195,000
Series 1993B 14,915,000 14,915,000 - 14,915,000
Series 1994B 8,475,000 7,850,000 (30,000) 7,820,000
Series 1995A 4,540,000 4,300,000 - 4,300,000
Series 1995B 13,280,000 12,710,000 - 12,710,000
Series 1997A 6,295,000 6,235,000 - 6,235,000
Series 1997B 22,855,000 22,855,000 - 22,855,000
Series 1997C 5,010,000 5,010,000 - 5,010,000
Series 1998A 6,485,000 6,485,000 - 6,485,000
Subtotal $ 290,312,000  §$ 221,370,000 $(10,795,0000  § 210,575,000
Special Loan Program
Series 1988A $ 7310,000 $ 3,145,000 b - % 3,145,000
Series 1988B 41,165,000 16,130,000 (6,695,000) 9,435,000
Series 1938C 7,175,000 3,600,000 (480,000 3,120,000
Series 1989 8,765,000 6,845,000 - 6,845,000
Subtotal $ 64415000 $ 29720,000 $ (7,175,000) $ 22,545,000
State Revolving Loan Fund
Series 1993 Guarantee Revenue $ 85,505,000 § 77,890,000 $ - $ 77,890,000
Series 1993 State Match 14,495,000 13,205,000 - 13,205,000
Serics 1994 Guarantee Revenue 45,735,000 44,300,000 - 44,300,000
Series 1994 State Match 14,265,000 13,815,000 - 13,815,000
Series 1995 Guarantee Revenue 70,475,000 70,475,000 - 70,475,000
Series 1995 State Match 9.525.000 9,525.000 - 9,525,000
Subtotal $ 240,000,000 $ 229,210,000 $ - $ 229,210,000
HELP Program
Series 1995A $ _4645000 $ _ 1430000 $ _(630,000) $ 800,000
Subtotal $ 4645000 $ 1,430,000 $  (630,000) b3 800,000
Indiana Development Finance Authority
Envirotest $ 14345000 $ 12,945,000 $(12,945,000) 5 -
Qualitech Steel 33,100,000 33,100,000 - 33,100,000
Steel Dynamics 21,500,000 20,300,000 (800,000) 19,500,000
Heartland Steel 13,800,000 - 13,800,000 13,800,000
Subtotal $ 82,745,000 $ 66,345,000 $ 55,000 $ 66,400,000
TOTAL - ALL BONDS $1,334,602,000 $ 825,040,000 $(39,645,000)  § 785,395,000

Source: State Budget Agency

(The remainder of this page intentionally left blank)
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Other Entities Issuing Debi

The following entities, although created or designated by the State, are authorities, instrumentalities,
commissions, separate bodies corporate and politic, or not-for-profit corporations separate from the State. The entities
may incur debt while exercising essential governmental or public functions. Any debt incurred by the entities is
secured only by specific revenues and sources pledged at the time the debt is incurred and is neither direct nor indirect
debt of the State. The debts do not constitute an indebtedness of the State within the meaning or application of any
constituticnal provision or limitation.

Entity Statute Purpose of Debt Issnance
Board for Depositories LC. 5-13-12 Provide guarantee for industrial development
Recodified 1987 obligation or credit enhancement for Indiana

enterprises

Indiana Educational I.C. 20-12-63 Provide funds for projects to be leased to

Facilities Authority Established 1979 private institutions of higher learning

Indiana Health Facility I.C. 5-1-16 Provide health facilities with means for

Financing Authority(1) Established 1983 financing equipment and property acquisitions

Indiana Housing Finance 1.C. 5-20-1 Provide funds for construction or mortgage loans for

Authority(2) Established 1978 federally assisted multi-family or for low and moderate
income residential housing

Indiana Political I.C. 27-1-29 Provide funds to aid political subdivisions

Subdivision Risk Established 1986 protection against liabilities

Management Comsmission

Indiana Port Commission I.C. 8-10-1 Provide funds to construct, maintain and operate

Established 1961 public ports on Lake Michigan or Ohio or Wabash

Rivers

Indiana Secondary I1.C. 20-12-21.2 Provide funds for a secondary market for education

Market for Secondary Authorized 1980 loans

Loans, Inc.(3)

Intelenet Commission 1.C. 5-21-1 Provide funds for a State-wide

Established 1986

integrated telecommunications network

Indiana State Fair 1.C. 15-1.5-1 Provide funds for construction, repair and
Commission Established 1990 refurbishing of State fairgrounds

Indiana White River State IC. 14-3-1 Provide funds for establishment and development of
Park Development Established 1979 park, exposition, educational, athletic and recreational
Commission projects on the White River in Marion County

(1) Originally the Indiana Hospital Equipment Financing Authority.

(2) Authorized to issue bonds, similar to the Indiana Bond Bank, that would be eligible for General Assembly
appropriations to replenish the debt service reserve funds. The Indiana Housing Finance Authority has
not issued and does not currently expect to issue any such bonds.

(3) A not-for-profit corporation authorized by the General Assembly.
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STATE RETIREMENT SYSTEMS

There are four major State retirement systems: the Public Employees’ Retirement Fund, the Indiana State
Teachers' Retirement Fund, the State Judges' Retirement System and the State Police Fund. In addition, the State
maintains and appropriates moneys to several other retirement plans. Under Indiana law, each board administering
a retirement system is required to make periodically an actuarial investigation into the mortality, service and
compensation or salary experience of the members of the system and their beneficiaries and make a valuation of the
assets and liabilities of the retirement benefits in any year in which the retirement fund law is amended in any manner
which affects the benefits payable. See Exhibit A-1, General Purpose Financial Statements of the State of Indiana for
the Fiscal Year Ended June 30, 1998 — Employee Retirement Systems and Plans.

Public Employees' Retirement Fund

The Public Employees' Retirement Fund ("PERF") has been in existence since 19435 to provide retirement,
disability and survivor benefits for most State and local government employees. With total asscts of more than
$7,311.6 million on June 30, 1998, PERF is the State's largest pension fund and has essentially no unfunded liability.
On June 30, 1998, there were 195,019 active and retired members participating in PERF from State and local
government.

State employees constitute approximately 38% of the non-retired PERF membership; the remainder of the
membership is composed of employees of other participating political subdivisions. The State is financially responsible
only for making contributions for State employee members. Funding for PERF is included as part of the expenditures
for fringe benefits by each State agency. Each biennium the State appropriates an amount necessary for administration
of PERF. Such appropriations are made from PERF earnings.

All State employees and all employees of participating political subdivisions in covered positions, including
elected and appointed officials, are required to join PERF upon employment. The PERF benefit consists of two parts:
(a) a pension formula benefit based upon years of service and final average salary and (b) an additional benefit based
upon the member's annuity savings account balance, derived from employee contributions. The employee contribution
rate is defined by law as 3.0% of each employee's salary. Effective July 1, 1986, the State "picked up” and pays the
employee contributions for State employees to PERF as part of a wage adjustment.

Eligibility for retirement benefits is determined by age and creditable service. An employee is eligible for
normal retirement at age 65 if he or she has ten or more years of creditable service under PERF. An employee may
qualify for early retirement with a reduced pension if he or she is between the ages of 50 and 65 and has 15 or more
years of creditable service. An employee may qualify for early retirement with full benefits at age 60 with 15 or more
years of creditable service or at age 55 with the employee's age plus years of creditable service equaling 85 or more (the
“Rule of 85"). Benefit determination is based on the average of the five highest annual earnings, years of service and
age at retirement and the specific retirement option selected by each member.

PERF includes benefits for a member who becomes disabled while receiving pay in a PERF-covered position
if the member (a) has five or more years of creditable service under PERF and (b) qualifies for Social Security
disability benefits. The benefits will be computed using only the years of creditable service worked to the date of
disability with no reduction for early retirement.

If a member who has 15 or more years of creditable service dies in service, his or her spouse or dependent
beneficiary may be entitled to survivor benefits. If a retired member dies, the designated beneficiary may receive
benefits, depending on the option selected by that member.

A member who terminates employment prior to eligibility for retirement or disability benefits is entitled to the
return of his or her contributions, plus interest. A member who terminates employment prior to eligibility for
retirement or disability benefits, but with ten or more vears of credited service, may also elect to receive a deferred
vested benefit instead of a refund.
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Contributions are made to PERF by the State and local units, paying normal cost and amortizing the unfunded
accrued liability of each unit during periods established pursuant to statute. Contribution rates are set by the PERF
Board of Trustees based on annual actuarial valuations.

Table 11 summarizes the results of the actuarial valuations of the State-related portion of PERF on June 30,
1997, and June 30, 1998.

Table 11
Indiana State Public Employees’ Retirement Fund
June 30,1997 June 301998
Normal Cost $ 74,650,986 $ 71,687,600
Accrued Liability (Non-retired)(1) 1,465,185,818 1,491,985,623
Unfunded (Overfunded) Accrued
Liability (Non-retired)(1) 17,853,583 (134,464,562)
Actuarial Present Value of All
Accumulated Plan Benefits 801,616,750 848,439,552
Present Value of Vested Benefits 654,013,194 703,825,704
Non-Retired Participant Assets(2) 1,447,332,235 1,626,450,185

Notes: (1) There is no Unfunded Accrued Liability for retired members' benefits.
{2) Valued at cost.

Source: Actuarial Valuation, Public Employees' Retirement Fund of Indiana, June 30, 1997, and June 30, 1998.

In November 1996, a referendum amending the State constitution to permit public pension funds to invest in
equities was passed. In May 1997, after enactment of House Enrolled Act 1036, the Board of Trustees of PERF began
shifting the asset allocation of its investment portfolic. The target asset allocation of 60.0% equities and 40.0% fixed
income securities is being achieved over a projected three-year transition period. It is expected that the targeted asset
allocation will produce a more diversified, safer and higher yielding investment portfolio in the long mn. At calendar
year-end 1998, approximately 35% of the employer reserves under PERF's control have been shifted to equity
Investments.

State Teachers' Retirement Fund

The Indiana State Teachers' Retirement Fund ("TRF") pays retirement benefits to public school teachers who
reach a specific age or meet other eligibility qualifications. On June 30, 1998, TRF had 115,989 active and retired
participants. Members of TRF receive benefits similar to those received by PERF members as described above and are
also subject to the Rule of 85 for ¢ligibility purposes.

Moneys to pay retirement benefits are provided from State appropriations and separate contributions by the
teachers to an Annuity Savings Account. Until July 1, 1995, the State portion of benefits was funded on a “pay as you

go" cash basis. As a result, the State accumulated a substantial unfunded accrued liability — $7,513.8 million as of
June 30, 1998 as shown in Table 12 below.

(The remainder of this page intentionally left blank)
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Table 12
Indiana State Teachers' Retirement Fund
(in million of §)

June 30, 1997 June 30, 1998

Accrued Liability

Retired $ 03,2343 $ 34814

Non-retired 7.810.4 $ 82988

Total $ 11,0447 $ 11,7802
Unfunded Accrued Liability

Retired $ 17434 $  1,7224

Non-retired 5,551.1 57914

Total $ 7,294 4 $ 7,513.8

Source: Report of the Annual Actuarial Valuation as of June 30, 1998. Gabriel Roeder Smith & Co.
To aggressively address TRF's unfunded liability, the State:

1. Capped the growth of the benefit obligations by creating a new, actuarially sound plan for all new
teachers hired after July 1, 1995. The "new" plan is funded by local school districts on a current basis using a level
percent of payroll approach.

2, Created a new Pension Stabilization Fund dedicated to limiting growth in future General Fund
appropriations for the pre-July 1995 plan to normal growth in General Fund revenues. The Pension Stabilization Fund
has been funded through the following transfers and appropriations:

Amount Source Time Frequency
$439.7 million Pension reserves 1995-1997 Biennium One-time
$250.0 million General Fund appropriation 1995-1997 Biennium One-time
$150.0 million General Fund appropriation 1997-1999 Biennium One-time
$250.0 million General Fund appropriation 1999-2001 Biennium One-time
$30.0 million Gaming Revenue appropriation Annually, beginning FY 1996 Ongoing

The Teachers' Retirement Fund reports that the balance in the Pension Stabilization Fund on June 1, 1999 was
approximately $1,351 4 million (unaudited) from all sources.

3. Changed the State constitution to allow investment in equities, thereby increasing earnings estimates
for plan assets. In August 1997, TRF's trustees adopted a new asset allocation plan, establishing a long-term goal of
investing 52.0% of plan assets in equity investments. At calendar year-end 1998, approximately 31% of employer
reserves were in equity investments.

Indiana Judges' Retirement System
The Indiana Judges' Retirement System ("JRS") consists of two benefit plans that pay pensions, disability

benefits and survivor benefits to judges. Benefits under each plan include retirement, disability and survivor
provisions, all of which are tied to salaries and years of service.
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Mongeys to pay benefits are derived primarily from an appropriation from the State's General Fund, from court
fees and from contributions by the judges equal to 6.0% of their salaries. JRS has historically not been funded by the
State on an actuariat basis.

Table 13 summarizes the results of the actuarial valuation of JRS on July 1, 1997, and July 1, 1998.

Table 13
Indiana Judges' Retirement System

June 30, 1997 June 30, 1998
Normal Cost(1) $ 4,581,177 $ 4,837,258
Accrued Liability 150,005,291 160,844,542
Unfunded Accrued Liability 80,648,195 81,250,352
Valuation Assets(2) $ 69,357,096 $ 79,594,19C

Number of Members
Active and Inactive 321 339
Terminated Vested 19 17
Retired 210 215
Total 550 571

(1) Although normal cost is calculated by the actuaries, JRS is not funded on an actuarial basis. This amount
represents the gross normal cost. Anticipated employee contributions of approximately $1.6 million in 1997 and
$1.6 million in 1998 leave net employer normal cost of approximately $4.8 million in 1998.

(2) Based on cost or book value.

Source: Actuarial Valuation, State of Indiana Judges' Retirement System, July 1, 1998.
State Police Pension Trust

The State Police Pension Trust consists of two structures that provide retirement benefits to State police officers.
The State makes contributions to the State Police Pension Trust from appropriations of General Fund and Motor
Vehicle Highway Fund moneys. At present, members contribute and may borrow funds in an amount up to their
contribution, subject to State Police Pension Advisory Board policies. Retirement benefits may not exceed one-half
of either the member's highest salary in 36 consecutive months or a third year trooper's pay {depending upon the
structure in which the member belongs), plus additions tied to years of service. Survivor and disability benefits may
not exceed the basic pension amount.

The State Police Pension Trust is funded on an actuarial basis. The State Treasurer is custodian for such trust.
Certain financial information about the State Police Pension Trust is also included in Exhibit A-1, General Purpose
Financial Statements of the State of Indiana for the Fiscal Year Ended June 30, 1997.

Other State Plans

The State appropriates moneys to several other retirement plans.

The State maintains an Excise Police and Conservation Enforcement Officers' Retirement Plan. According to
the actuarial valvation of the plan, as of July 1, 1997, the plan had a total annual cost of approximately $1.7 million
and an unfunded actuarial liability of approximately $12.1 million.

The PERF Board of Trustees administers a local police officers' and firefighters' pension and disability fund for

local police officers and firefighters hired afier April 30, 1977. Benefits for the members of this plan have been funded
on an actuarial basis through contributions from cities and towns and from plan members.
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The PERF Board of Trustees also administers a pension relief fund for those local police officers and firefighters
hired before May 1, 1977. Benefits for the members of this plan have been funded on a "pay-as-you-go" basis, under
which benefits are paid from current revenues provided by cities and towns and by plan members’ contributions. Cities
and towns receive pension relief funds from the State to reimburse them for a portion of benefit expenditures. To
provide such pension relief, the State has dedicated a portion of the State's cigarette tax revenue, liquor tax revenue
and certain surplus Hoosier Lottery and gaming revenues. In addition to those funding sources, the State has
authorized additional appropriations of $50.0 million during 1996 and $25.0 million each year of the 1997-1999
biennial budget. According totheauditor's report on the component unit financial statements of the funds administered
by the PERF Board of Trustees, as of June 30, 1996, and for the Fiscal Year then ended, approximately $82.1 million
was expended from the State's pension relief fund during Fiscal Year 1996, and on June 30, 1996, the State's pension
relief fund had a balance of approximately $401.8 million.

In 1989, the General Assembly established a legislators' retirement system consisting of a defined benefit plan
and a defined contribution plan. Each of the plans is to be administered by the PERF Board. According to the
actuarial valuation of the legislators' defined benefit plan, as of July 1, 1997, the plan had a total annual cost of
$208,369, a cost per eligible active participant of $1,751 and an unfunded actuarial liability of approximately
$1.3 million.

The 1989 General Assembly also established a prosecuting attorneys’ retirement fund, which is administered
by the PERF Board. According to the actuarial valuation of the prosecuting attorneys' retirement fund, as of July 1,
1998, the fund had a total employer annual cost of $390,283 and an unfunded actuarial liability of approximately
$4.2 million.

Local Plans

Approximately 200 additional local governmental pension funds in the State do not receive direct contributions
from the State. Although the State has st certain standards for some local pension funds, localities and members are
solely responsible for contributions to the funds.

ECONOMIC AND DEMOGRAPHIC INFORMATION
General

Indiana manufacturing has generally outperformed the nation during the 1990s. During expansion years such
as 1995 and 1996, Indiana manufacturing employment represented 20% to 30% of net new employment while
accounting for less than 10% in the United States as a whole. However, manufacturing jobs as a percentage of total
non-farm employment for the State have decreased from 26.6% in 1988 to 23.2% in March, 1999. In 1998,
manufacturing's share of net employment growth dropped under 19% while the nation's rate was under 5%. Since
Indiana has a larger share of its employment in manufacturing than any other state, this sector is, and will continue
to be, highly important to the State. However, it appears that Indiana is beginning to conform to the national trend
of slow, stable or declining manufacturing employment.

Indiana continues to exceed the United States in net employment growth for the past ten year period. However,
this trend will end in the year 2000 unless there is an improvement in Indiana's relatively weak performance of the last
three years. Since 1995, United States employment has expanded by 8.2% while employment in Indiana has increased
by 4.2% over the same period. Weaker growth in employment is becoming a national trend with only 17 states having
growth rates of 3% or greater in 1998. Indiana's recent slow employment growth may be a reflection of tight labor
markets as indicated by unemployment rates. Indiana's unemployment rate has continually improved relative to the
nation over the past ten years.

Since 1988, exports in Indiana have outperformed the United States increasing by over 181%, compared to
national growth of about 118% for the same period of time. Indiana exports were adversely affected by the downturn
of Asian economies and the general global economic downturn, however, the impact on Indiana was not as severe as
for the United States as a whole. Exports for the United States declined in 1998 by 1% while Indiana exports increased
by 2%. Foreign investment and ownership in Indiana may have contributed to Indiana's 1998 export increase, For

A0



instance, Indiana exports to Japan in 1998 increased by 20%. This may be attributable to connections between
Japanese companies in Indiana and their parent corporations in Japan. The relatively big increase in exports to Japan
helped offset sharp declines to Asian countries demonstrating the advantage of foreign investments to export growth.

Since 1994, growth in service sector employment in Indiana has averaged about 3% compared to growth of
about 4% for the nation as a whole. However, in 1998, the service sector surpassed manufacturing employment in
Indiana. The increase in exports and foreign investment and service sector employment is reflective of an increasingly
diversified economy containing a mix of manufacturing, services and agriculture. Indiana's top five employment
sectors comprise just 31% of the workforce, with health services the largest segment of private employment.

The State benefits from proximity to major markets and population centers — both national and international.
Indiana can access those markets and population centers in the north, through Lake Michigan and the Great Lakes-St.
Lawrence Seaway; in the south, through the Ohio and Mississippi rivers. With 11,300 miles of State highways and
1,171 miles of interstate highways, Indiana has more interstate highways passing through it than any other state.
Indiana is within a days drive of two-thirds of the population of the United States.

The cost of living in Indiana is relatively low. For the 4th quarter of 1998, Indiana's Total Cost of Living
Composite Index as measured by the Indiana Department of Commerce was 94.9 as opposed to a national average of
100. Indiana ranks favorably among the states in housing affordability and percent of home ownership. Energy costs
are relatively low in Indiana. Utility rates for all industrial customers are about 17% lower than the national average
and residential energy bills are about 18% lower than the national average.

Indiana's economy evidences significant diversity in the types of goods it produces, as well as the markets to
which it sells. Indiana ranks in the top five states for producing items ranging from steel, truck and bus bodies, wood
office furniture, compact discs, pharmaceuticals, and surgical supplies to potato chips.

Table 14 compares changes in employment, population and personal income between Indiana and the United
States since 1950.

Table 14
Summary Comparison of Indiana and the U.S.
1950 1960 1970 1980 1990 1998
Employment(1)
Indiana 1,272 1,431 1,849 2,130 2,522 2,917
% change - 12.5% 29.2% 15.2% 18.4% 15.7%
U.S. 45,197 54,189 70,880 90,406 109,419 125,817
% change - 19.9% 30.8% 27.6% 21.0% 15.0%
Population(2)
Indiana 3,934 4,662 5,195 5,490 5,544 5,899
% change - 18.5% 11.4% 5.7% 1.0% 6.4%
U.Ss. 151,326 179,323 203,302 226,546 248,710 270,299
% change -- 18.5% 13.4% 11.4% 9.8% 87%
Personal Income(3)
Indiana $1,510 $2,217 $3,794 $9,330 $17,192 $24.219
% change - 46.8% 71.1% 145.9% 84.3% 40.9%
U.s. $1,492 $2,276 $4,077 $10,062 $19,191 $26,412
% change - 52.6% 79.1% 146.8% 20.7% 37.6%

(1) In thousands. Non-agricultural payroll employment only. See Table 21.
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(2) In thousands. With the exception of 1996, reflects the results of the census as of April 1 of each year.
1998 Figures are preliminary release dated 4/27/99.
(3) Growth measured by dollars per capita. See Table 18. Figures are preliminary release dated 4/27/99.

Source: U.S. Depariment of Commerce, Bureau of the Census; U.S. Department of Labor, Bureau of Labor Statistics
and Bureau of Economic Analysis.

Population

Indiana is the 14th most populous state in the United States. Nearly one in six Americans lives in Indiana or
its contiguous states. After leveling off during the 1980's, the pace of Indiana’s population growth has increased in
recent years. Indiana's 1998 population was estimated at nearly 5.9 million, an increase of about 6.4% from the 1990
Census. From 1997 to 1998 Indiana's population grew by about 34,000 persons for a growth rate of about 0.6%. This
compares with a growth rate of about 1.0% for the nation for the same time.

In each of the years since 1990, Indiana has experienced net in-migration; more people were entering the State
than leaving it, reversing an out-migration trend than occurred in the 1980's. Of Indiana's neighboring states, only
Kentucky has posted net positive population migration in each of the years 1991 through 1998,

Table 15
Net Population Migration
(in thousands)

Year Indiana Ilinois Michigan Ohio Kentuc
1991 11 -28 1 -4 3
1992 12 -7 9 7 19
1993 19 -12 -2 -2 24
1994 12 -18 2 -13 16
1995 16 -24 22 -13 16
1996 10 -26 27 -17 11
1997 6 -25 -6 -23 11
1998 4 -23 -13 -30 10
Cumulative 90 -163 40 -95 130

Source: U.S. Department of Commerce, Bureau of the Census

The capital and largest city in the State is Indianapolis. See Table 16. Other major cities include Fort Wayne,
Evansville, Gary and South Bend. Indiana has all or portions of 12 metropolitan statistical areas ("MSA™) and one
primary MSA situated within its borders.

Table 16
Population of Indiana Cities, MSAs
City Population (1996) MSA Population (1996}
Indianapolis 746,737 Indianapolis MSA (1) 1,492 297
Fort Wayne 184,783 Fort Wayne MSA (2) 475,299
Evansville 123,456 Evansville-Henderson MSA (3) 288,735
Gary 110,975 Gary Primary MSA (4) 622,303
South Bend 102,100 South Bend MSA(S) 257,740

(1) Marion, Boone, Hamilton, Madison (inctuding the City of Anderson), Hendricks, Hancock, Morgan, Johnsor and
Shelby counties. The Indianapolis MSA is adjacent to the Lafayette (including Purdue University), Kokomo,
Muncie (including Ball State University) and Bloomington (including Indiana University) MSA's.
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(2) Allen, DeKalb, Whitley, Huntington, Wells and Adams counties.

(3) Posey, Vanderburgh (including University of Southern Indiana) and Warrick counties, Indiana, and Henderson
County, Kentucky.

(4) Lake and Porter counties, Indiana; part of the Chicago-Gary-Kenosha, Illinois-Indiana-Wisconsin CMSA.

(5) St. Joseph County, Indiana (including University of Notre Dame); adjacent to Elkhart-Goshen MSA, Elkhart
County, Indiana.

Source: U.S. Department of Commerce, Bureau of the Census.

As reflected in Table 17, the State's demographic profile in 1996 closely matched the nation's as a whole.
Changes in the Indiana demographic profile since 1986 also match national trends, including a decline since 1986 in
the portion of the population of school age and an increase in the portion of the population 65 years and older.

Table 17
Demographic Profile
Indiana United States
Age (Years) 1986 1996 1986 1996
0-4 7.3% 7.0% 7.5% 7.3%
5-14 14.9 14.1 14.0 14.5
15-24 16.7 143 16.5 13.7
25-44 304 312 314 316
45-64 18.8 20,7 18.6 20.3
65 and older 12.0 12.6 12.1 12.8

Source: U.S. Department of Commerce, Bureau of the Census.
Personal Income

After narrowing the income gap between Indiana and the U.S. in the early 1990s, the gap again widened in
1995 through 1997 as per capita personal income in Indiana grew at a slower rate than the nation, both in terms of
percentages and actual dollars. This contradicts conventional economic theory that incomes should increase more
rapidly during times of low unemployment. In 1998, the growth in Indiana per capita personal income improved
matching the national average growth rate of 4.4%. As a result, the average growth rate in per capita income for
Indiana for the past ten years marginally exceeds the average growth rate for the nation as a whole.

{The remainder of this page intentionally left blank)
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Table 18
Growth in Per Capita Personal Income

Indiana U.S. Indiana u.s.
1987 14,324 15,945
1988 15,231 17,038 6.3% 6.9%
1989 16,296 18,153 7.0 6.5
1990 17,167 19,156 53 55
1991 17,624 19,624 2.7 24
1992 18,763 20,546 6.5 47
1993 19,651 21,220 4.7 33
1994 20,734 22,056 5.5 3.9
1995 21,427 23,059 33 4.5
1996 22,234 24,164 38 48
1997 23,202 25,288 44 47
1998 24,219 26,412 4.4 44
Annual Average Growth 4.9% 47%

Source: U.S. Department of Commerce, Burcau of Economic Analysis. All numbers for 1987 — 1997 are revised -
revision release dated April, 1999. 1998 preliminary numbers - table release September, 1998.

Sector Distribution
Gross State and Domestic Product By Sector.

With an estimated 1996 Gross State Product of more than $155.8 billion, Indiana's economy ranks as the 15th
largest in the country in terms of the value of goods and services produced. After trailing the national growth rate
during the 1980's, Indiana's economy has grown at a significantly faster pace than the nation's during the 1990's, See
Table 19,

Table 19
Total Gross State and Domestic Product
In Millions of Current Dollars Growth Rate
1980 1990 1996 1980 to 1990 1990 to 1996
Indiana $ 58,423 $ 109,552 $ 155,797 87.5% 42.2%
U.S. 2,784,200 5,743,800 7,661,600 106.0 334
Indiana as %
of U.8. GDP 2.1% 1.9% 2.0%

Source: U.S. Department of Commerce, Bureau of Economic Analysis release dated March 31, 1999,
Survey of Current Business, February, 1999.

The State's economy is increasingly diversified, having undergone a shift in composition over time. Since 1980,
agriculture has declined sharply in importance to the Indiana economy, accounting for less than 2.0% of the State's
economic production in 1996. Conversely, the service sector has grown significantly as evidenced by the addition of
more than 232,000 service sector jobs in the past decade. Manufacturing, and in particular durable goods
manufacturing, has witnessed modest relative declines in its share of Gross State Product, but at 31.7% still remains
the single largest component of the cconomy. See Table 20 and Table 21.
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Table 20
Gross State Product and Gross Domestic Product

1990
Gross State
Product Percentage

(in millions) of total
Agriculture $ 2266 2.1%
Mining 709 0.7%
Construction 4,995 4.6%
Manufacturing 33,442 30.5%
Transportation & Utilities 9,863 92.0%
Wholesale Trade 6,321 5.8%
Retail Trade 10,129 2.3%
Finance, Insurance, Real Estate 13,768 12.6%
Services 16,093 14.7%
Government 11,968 10.9%
Total $ 109,552

1996
Gross State
Product

(in millions)

$ 2735
715

7,228
49,338
12,578
9,382
14,212
20,426
23,893
15,289
$ 155,797

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

"Totals may not add due to rounding.

1996
Gross
Domestic
Percentage Product Percentage
of total (in billions) of total
1.8% $ 1298 1.7%
0.5% 1136 1.5%
4.6% 306.1 4.0%
31.7% 1,332.1 17.5%
8.1% 6453 8.5%
6.0% 516.8 6.8%
9.1% 6679 8.7%
13.1% 1,448.5 19.0%
15.3% 1,479.6 19.4%
9 8% 996.3 13.1%
$ 7.636.0

(The remainder of this page intentionally left blank)
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Table 21
The 50 Largest Public and 50 Largest Private Companies Headquartered in the State, Ranked by 1998 Revenue

1998 Revenue 1998 Revenue
Company (in millions) Company (in millions)
Eli Lilly and Co. Inc. $9,236.8 Crossmann Communities Inc. 421.9
Conseco, Inc. 7,716, NIBCO Inc. 416.
Bindley Western 7.621.4 Duke Realty Investments Inc. 3733
Cummins Engine, Inc. 6,266. CTS Corp. 370.4
Lincoln National Corp. 6,083.7 Irwin Financial Corp. 366.1
*Anthem Inc. 5,900. *Reilly Industries Inc. 350.%*
NiSource Inc. 29328 *R.0O. Whitesell & Associates Inc. 339,
National Steel Corp. 2,848 *Herft Jones Inc. 336.5
Arvin Industries Inc. 2,498.7 *Acordia Inc, 330.
Hillenbrand Industries Inc, 2,001 *Jayco Corp. 319.
*Jordan Automotive Group 2,000.**  Consolidated Products 3103
*Do It Best Corp. 1,906. *Hoosier Energy REC Inc. 308.5
Guidant Corp. 1,897 *H.H. Gregg Appliances Inc. 302.
*Amencan United Life Insurance Co. 1,769. *Johnson Oil Co. Inc. 302.
Brightpoint, Inc. 1,628.6 *Kiel Brothers Oi] Co. Inc. 299,
Marsh Supermarkets Inc. 1,505.1 *Newmar Corp. 2919
Simon Property Group Inc. 1,405.6 ITT Educational Service Inc. 2014
Great Lakes Chemical Corp. 1,394.3 Shoe Camival Inc. 280.2
Wabash National Corp. 1,292.3 *MacAllister Machinery Co Inc. 279.1
*Federal Home Loan Bank of Indpls 1,285, *Hagerman Construction Corp. 278.
Excel Industries Inc. 1,106.1 Franklin Electric Co. Inc. 2725
*Huber Hunt & Nichols Inc. 1,039, CTB International Corp, 2722
Kimball International Inc. 1,0323 *Swifty Oil Co. Inc. 267.
Amtran Ine. 9194 *Buehler Foods Inc. 263.6
*LDI Lud. 914.5 *Palmer Automative Group 260.7
IPALCO Enterprises Inc. 821.3 *Interlock Industries Inc. 260.
Delco Remy 8153 First Source Corp. 247.8
Coachmen Industries Inc. 756. *Haynes International Inc. 2469
*OmniSource Corp. 680. Alltrista Corp. 244.1
Biomet Inc. 6514 Paul Harris Stores Inc. 2417
*Guide Corp. 626. Chromcraft Revington Inc. 236.7
Skyline Corp. 6234 *Rea Magnet Wire Co. Inc. 2354
Lilly Industries Inc. 619. Quality Dining Inc. 2322
CNB Bancshares Inc. 603.1 *Steel Warehouse Co. Inc. 232
*Bob Rohrman Auto Group 571. *Burlington Motor Carriers Inc. 230,
SIG Corp. 557.1 Celadon Group Inc. 2299
Symons International Group Inc. 5532 *The Lafayette Life Insurance Co. 2251
Goran Capital Inc. 546.8 Supreme Industries 2237
*National Wine & Spirits Inc. 544. *8toops Freightliner-Quality Trailer Inc. 2173
The Finish Line 5226 *Banks Lumber Co. Inc. 191.9
Steel Dynamics Inc. 5148 *F.A. Wilhelm Construction Co. Inc. 190.
*Atlas World Group Inc. 512. *Wabash Valley Power Association 188.7
*Koch Enterprises Inc. 504, *Traylor Bros. Inc. 186.7
Old National Bancorp 4925 *United Feeds Inc. 185.
Indiana Energy Inc. 466.4 *GasAmenca Services Inc. 182.5
Tokheim Corp. 466.4 Avbum Foundry Inc. 150.
Indianapolis Life Insurance Co. 458.1 *Gene B. Glick Co. Inc. 136.4
*Kelley Automotive Group Inc. 4537 *Monroe Guaranty Insurance Co. 135,
Patrick Industries Inc. 453.5 *Mays Chemical Co. Inc. 130.
*Farm Bureau Insurance Co. 4247 *HPS Inc. 129.

** Indianapolis Business Journal estimate

* private company
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Source: Tndianapolis Business Journal {(May 17, 1999)

Employment by Sector.

Indiana experienced strong gains in non-agricultural employment between 1988 and 1998, adding 521,600 new
jobs, a growth rate of 21.8. During this period, the types of employment by sector shifted, reflecting the fundamental
changes taking place in the State's economy. See Table 22. In 1998, service sector empiloyment represented 24.3%
of all non-agricultural employment, which is slightly more than the 23.4% of jobs held by the manufacturing sector.
The top five sectors of employment comprise less than one-third of the total workforce (31%).

Table 22
Annual Employment
Non-Agricultural
(in thousands)
% of % of % Change March  %of
1988 Total 1998  Total 1988-1998 1999 Total
Wholesale and Retail Trade 568.2 23.7% 6875  24.0% 21.0% 698.7 23.7
Manufacturing 636.5 26.6 6836 234 7.4 686.5 233
Services 478.3 20.0 7094 243 483 714.8 242
Government 3545 14.8 399.3 13.7 12.6 406.6 13.8
Transportation and Public Utilities 123.9 52 1441 49 16.3 146.3 50
Finance, Insurance, Real Estate 118.6 5.0 1413 48 19.1 146.4 5.0
Construction 107.3 43 145.0 50 35.2 144.7 4.9
Mining 82 03 6.9 0.2 -15.9 7.2 _2
Total 2,395.5 2,917.1 2,951.2

Note: Totals may not add as a result of rounding.

Source: U.S. Department of Labor, Bureau of Labor Statistics, Indiana Department of Commerce Workforce
Development Indiana Employment Review.

{The remainder of this page intentionally left blank)
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Table 23
Total Private Employment

Private Percent of Private
Rank Industry Sector Employment Employment

1 Health Services (a) 228,800 9.0%
2 Eating and Drinking Places 199,400 7.8
3 Business Services (b) 141,500 56
4 Transportation, Equipment Mfg. 123,100 4.8
5 Durable Goods (Wholesale) (c) 96,800 38
6 Special Trade Contractors (d) 84,200 33
7 General Merchandise Stores 76,100 3.0
8 Industrial Machinery and Equipment Mfg. 76,100 3.0
9 Food Stores 68,700 27
10 Miscellaneous Retail (e) 68,400 2.7
Other Private 1,381,400 543
Total Private 2,544,500 100.0

Notes: as of First Quarter, 1998
(a) includes hospitals and nursing facilities
(b) advertising, building maintenance, data processing and temporary services
(c) autos, furniture, machinery, electrical goods, hardware and lumber
(d) plumbing, electrical, masonry, roofing, painting and carpentry
(e) drugs, sporting goods, jewelry, books, liquor and specialty shops

Source: Bureau of Labor Statistics, Indiana Department of Workforce Development, Indiana Employment Review
Largest Employers

Table 24 lists employment at the one hundred largest Indiana companies, ranked by 1998 employees.

(The remainder of this page intentionally left blank)
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Table 24
State Employment at the 100 Largest Public and Private Companies Headguartered in the State

indiana Indiana
Company FTE Employees Company FTE Employees
Eli Lilly and Co. Inc. 11,800 *Kelley Automotive Group Inc. 600
Cummins Engine Inc. 7,000 *National Wine & Spirits Inc. 592
Kimball Itternational Inc. 6,032 Shoe Camival Inc. 581
NiSource Inc. 4,500 *Banks Lumber Co. Inc. 560
Consolidated Products 3,600 Brightpoint Inc. 559
Conseco Inc. 3,500 *HerfY Jones Inc. 552
Wabash National Corp. 3,400 *Reilly Industries Inc. 540
Arvin Industries Inc. 32n *MacAllister Machinery Co. Inc. 529
Hillenbrand Industries Inc. 3,200 Paul Harris Stores Inc. 523
Lincoln National Corp. 3,200 *Gene B. Glick Co. Inc. 499
*Anthem Inc. 2,850 *Do It Best Corp. 488
Amtran Inc. 2,683 *Atlas World Group Inc. 466
*Guide Corp. 2,200 *Palmer Automotive Group 466
IPALCO Enterprises Inc. 2,020 Steel Dynamics Inc. 466
CNB Bancshares Inc. 2,014 Chromeraft Revington Inc. 450
Coachmen Industries Inc. 2,000 *Bob Rohrman Auto Group 450
*Burlington Motor Carriers Inc. 1,930 *Stoops Freightliner-Quality Trailer Inc. 450
Old Naticnal Bancorp 1,905 *Hoosier Energy REC Inc. 415
National Stee] Corp. 1,900 ITT Educational Service Inc. 415
*Buehler Foods Inc. 1,691 *Hagerman Construction Corp. 410
*Jayco Corp. 1,615 Great Lakes Chemical Corp. 394
CTS Corp. 1,600 *Indianapolis Life Insurance Co. 389
Deleo Remy 1,500 *Steel Warehouse Co. Inc. 385
Excel Industries Inc. 1,489 *Swifty Oil Co. Inc. 378
* American United Life Insurance Co. 1,385 Irwin Financial Corp. 350
Simon Property Group Inc. 1,337 Duke Realty Investments Inc. 349
*Johnson Qi! Co. Inc. 1,230 *Huber Hunt & Nichols Inc. 319
*Farm Bureau Insurance Co. 1,129 Crossman Communities Inc. 315
Franklin Electric Co. Inc. 1,100 *Monroe Guaranty Insurance Co. 315
Biomet Inc. 1,000 Bindley Western Industries Inc, 309
The Finish Line 990 Lilly Industries Inc. 300
*F.A. Wilhelm Canstruction Co. Inc. 950 Alltrista Corp. 293
581G Corp. 948 Celadon Group Inc. 270
*NIBCO Inc. 925 *Interlock Industries Inc. 210
CTB Intemational Corp. 900 *LDI Ltd. 210
First Source Corp. 890 *Acordia Inc. 200
Indiana Energy Inc. 890 *Jordan Automotive Group 200+
Supreme Industries 885 *HPS Inc. 190
Tokheim Corp. 875 *The Lafayette Life Insurance Co. 182
*H.H. Gregg Appliances Inc. 866 Goran Capital Inc. 180
*Aubum Foundry Inc. 840 Symons International Group Inc. 180
Patrick Industries Inc. 805 *Federal Home Loan Bank of Indpls 165
Quality Dining Inc. 800 *United Feeds Inc. 160
*Haynes Intemnational Inc. 750 *Mays Chemical Co. Inc. 121
*Koch Enterprises Inc. 750 Guidant Corp. 100
*Newmar Corp. 722 *Traylor Bros. Inc. 60
*Kiel Brothers Ol Inc. 706 *Wabash Valley Power Association 57
Skyline Corp. 700 *R.0. Whitesel} & Associates Inc. 15
*Rea Magnet Wire Co. Inc. 695 * private company
*OmniSource Corp. 680 *+ Indignapolis Bysiness Journal
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Unemployment

Indiana has maintained lower annual unemployment rates than the nation since 1988. Unemployment rates for
both Indiana and the nation continued to decline in 1998 and carly into 1999. Higher levels of unemployment are
concentrated in some rural areas of the State, and the Gary and Muncie metropolitan areas. However, the Gary and
Muncie rates are still lower than the national average of about 4.5%. Table 25 sets out the unemployment rates for
Indiana and the nation from 1988 to March, 1999.

Table 25
Unemployment Rate
{(monthly average)

Indiana

as % of
Indiana us U.S.
1988 53 55 96.4
1989 4.7 53 88.7
1990 5.3 56 94.6
1991 6.0 6.8 88.2
1992 6.6 1.5 88.0
1993 5.4 6.9 78.3
1994 49 6.1 80.3
1995 4.6 56 82.1
1996 4.1 54 75.9
1997 35 49 71.4
1998 3.1 4.5 68.9
1999 (1) 29 43 674

(1) Data projected through March, 1999.
Source: U.S. Department of Labor, Bureau of Labor Statistics.

Exports

Between 1988 and 1997, both Indiana and the nation experienced strong export growth. During that period,
Indiana exports increased by over 176%, exceeding overall national growth by 56%. See Table 26. However, in 1996
and 1997, annual national export growth exceeded Indiana's. This change did not appear to indicate weakness in
Indiana's exports, but rather, larger changes in export markets. For example, the slower rate of growth in Indiana’s
exports between 1995 and 1996 can be attributed to a drop in primary metals exports to Asia. When the value of
primary metals ¢xports 1§ excluded, the balance of Indiana exports rose 7.6% in 1996. Meanwhile, national export
growth in 1997 was largely attributable to very strong growth in a relatively small number of states. Canada, Japan
and the United Kingdom are Indiana's leading export destinations, although in 1997, exports to Mexico increased
sharply by over 64% or nearly $150 million.

For 1998, Indiana has experienced export growth of slightly more than 2% while exports for the United States
decreased by about 1%. Itis estimated that roughly 27.0% of Indiana's manufacturing workforce is employed in export
related activity,

(The remainder of this page intentionally lefi blank)
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Table 26

Indiana Exports
Exports in Millions of Dollars Annual Percentage Change
Indiana Percentage

Year Indiana U.S, Indiana U.S. of U.S. Exports
1988 $ 4759 $ 312,060 -% -% 1.5%

1989 5414 348,127 13.77 11.56 1.6

1990 6,359 392,975 17.46 12.88 1.6

1991 6,438 421,853 1.23 7.35 1.5

1992 6,837 447,471 6.21 6.07 1.5

1993 8,033 464,858 17.49 389 1.7

1994 9,261 512,416 15.29 10.23 18

1995 11,628 583,031 25.56 13.78 20

1996 12,039 622,827 3.53 6.83 1.9

1997 13,136 687,598 9.11 10.40 1.9

1998 13,403 680,474 2,03 (1.04) 20

Source: Massachusetts Institute for Social and Economic Research (MISER).
Transportation

Indiana is bordered on the north by Lake Michigan and the State of Michigan, on the south by the Ohio River
and the Commonwealth of Kentucky, on the east by the State of Ohio, and on the west by the State of Illinois. The
"Crossroads of America," Indiana is centrally situated within the Great Lakes region and is within a day's drive of
nearly two-thirds of the United States’ population. In addition to an extensive network of highways and railroads, the
State has strong air service for both passengers and freight and access to the Great Lakes and the St. Lawrence Seaway,
as weil as the Ohio and Mississippi rivers.

Highways. Five interstate routes converge on Indianapolis. The Indiana Department of Transportation
manages a network of more than 11,000 miles (17,600 km) of federal and State highways. The State is an important
location for truck terminals and warchouse centers with nearly two-thirds of the United States population accessible
within a day's drive.

Railroads. Indiana is served by at least 39 freight railroads according to the Rail Division of the Indiana
Department of Transportation. The State rail network provides, among other transportation services, access between
northeast and western states and between the City of Chicago and the southeastern states. The State has approximately
4,250 miles of railroad track.

Aviation. The State has 114 public use airports. Of these, five are primary cominercial service airports, one
is a commercial service airport, 11 are reliever airports and 97 are general aviation airports. The primary airports
include one medium hub and two small hub airports and two nonhub airports.

Ports and Waterways. The Great Lakes/St. Lawrence Seaway and the Ohio River provide conduits for bulk
commaodities and general cargo movement of agricuttural and manufacturing products. In 1970, the State opened
Indiana's International Port, on Lake Michigan to accommodate international and Great Lakes traffic. In 1979, the
State opened Southwind Maritime Centre, along the Ohio River, near Mount Vernon in southwest Indiana; and, in
1984, the State opened Clark Maritime Centre along the Ohio River, near Jeffersonville, in south central Indiana.

Public Transportation. Indiana's 39 public transit systems include fixed route and demand response bus

systems including one commuter rail system (between South Bend and Chicago). The State's public transit systems
carried over 28.0 million passengers in 1996, a decrease of 0.3% from 1995. Transit system vehicles traveled 27.0
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million miles in 1996, an increase of 9.0% from 1995, Total fare revenue collected in 1996 was $26.7 million, an
increase of 8.0% from 1995. The statewide farebox recovery percentage (which illustrates the extent to which total
operating expenses are covered by fare-paying passengers) was 29.0% in 1996, an increase of 93.0% from 1995. The
State Public Mass Transportation Fund, which receives .8% of total State Sales and Use Taxes, accounted for $21.8
million, or 23.0%, of total public transit operating revenues in 1996.

Education

Elementary and Secondary. Elementary and Secondary education in the State is provided by 294 school
districts, which in the 1998-99 school year operated 1,187 elementary schools, 414 elementary/middle or junior high
schools, 25 elementary/high schools, 104 middle or junior high schools/high schools, 73 middle or junior high schools,
257 high schools and 60 schools housing special education, vocational education and alternative programs. These
numbers do not include private or independent or parochial clementary and high schools, which, in the 1998-99 school
year, accounted for 11.3% of the total enrollment at elementary and secondary schools within the State. Public student
enrollment for the 1998-99 school year was 988,114,

All public elementary and secondary schools are administered locally by elected or appointed school boards.
At the State level, schools are administered by the State Board of Education, which is comprised of the Superintendent
of Public Instruction (who serves as chairman) and ten members appointed by the Governor and the Superintendent
of Public Instruction for four-vear terms. At least four of the appointments must be actively employed in Indiana
schools and hold valid teaching licenses. The State Board of Education is the State's policymaking and planning body
for the public school system. The State Department of Education acts as the professional, technical and clerical staff
for the Indiana State Board of Education,

Approximately 57,219 teachers and 9,260 other professional staff members were employed in the State public
school system during the 1997-98 school year, resulting in a student teacher ratio (based on total enrollment, including
special education programs) of 16.7:1. The average annual salary for public school teachers in the State (excluding
part-time teachers) was $38,491 during the 1997-98 school year.

Higher Education. The Commission for Higher Education was established in 1971 to plan and coordinate the
State's system of post-secondary education. The Commission develops long range plans, reviews budget requests of
public post-secondary institutions and passes judgment on new degree programs of such institutions. The State
university system is comprised of seven degree granting universities and colleges, as described below. Enrollment in
all institutions in the fall of 1998 was 183,988 students (full-time equivalents).

{The remainder of this page intentionally left blank)
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Name
Ball State University
Indiana State University

Indiana University

Ivy Tech State College

Purdue University

University of
Southern Indiana

Vincennes University

Public Post-Secondary Institutions

Programs
Offered

4-year
4-year

4-year

2-year

4-year

4-year

2-year

FTE
Enrollment

17,926
9,668

69,568

22,633

50,984

6,617

6,592

Campus Locations

Muncie
Terre Haute

Bleomingten, Richmond, Kokomo, Gary, South
Bend, New Albany, Indianapolis

Gary, East Chicago, South Bend, Elkhart,
Valparaiso, Fort Wayne, Lafayette, Kokomo,
Muncie, Anderson, Wabash Valley, Richmond,
Columbus and Bloomington, Lawrenceburg,
Evansville, Sellersburg, Indianapolis

West Lafayette, Hammond, Michigan City, Fort
Wayne, Westville, Calumet Region, Indianapolis

Evansville

Vincennes, Jasper, Indianapolis

(The remainder of this page intentionally left blank)
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LITIGATION

The following is a summary of certain significant litigation and other claims currently pending against the State.
This summary is not exhaustive either as to the description of the specific litigation or claims described or as to all of
the litigation or claims currently pending or threatened against the State.

In 1968, a lawsuit seeking to desegregate the Indianapolis Public Schools was filed in the United States District
Court for the Southern District of Indiana. Since about 1978, the State has paid several million dollars per year for
inter-district busing that is expected to continue through 2016. The federal court entered its final judgment in 1981
holding the State responsible for most costs of its desegregation plan, and those costs have been part of the State's
budget since then. In June 1998, the parties negotiated an 18-year phase out of the desegregation plan that was
approved by the Court and will gradually reduce the State's expenditures over that time frame.

On July 26, 1993, a lawsuit was filed in Marion Circuit Court alleging that the State has failed to pay certain
similarly classed State employees at an equal rate of pay. The plaintiffs in the action sought class action status. The
relief sought includes damages in an unspecified amount, as well as injunctive relief. This matter is still pending and,
if the plaintiffs are ultimately successful, the loss would be in excess of $5 million.

In a lawsuit filed against the State on January 9, 1993, the Marion County Superior Court invalidated the
portion of the Medicaid disability standard that previously permitted the State to ignore applicants' inability to pay for
medical treatment that would lead to improvement in applicant's medical condition. After an appeal, the matter has
been remanded to the trial court for further proceedings, where the matter is briefed and awaiting a decision, If
unsuccessful in this litigation, the State would forfeit savings of up to $30 million.

In 1993, certain transportation providers filed lawsuits against the State, challenging the current Medicaid
reimbursement program for transportation services. The State prevailed before two trial courts, but the plaintiffs
appealed. The State won the appeal, but the federal appeal resulted in a remand for lack of federal jurisdiction. The
State will retry the federal issues before a state trial court. If the rules are ultimately enjoined, the State would forfeit
savings in excess of $5 million.

In 1998, an action pursuant to the Federal False Claims Act was filed in the U.S. District Court for the Southern
District of Indiana challenging the way the State has administered funds for services for senior citizens pursuant to the
Older Americans Act. Plaintiff is claiming that the State should return some $4 million to $6 million in funds to the
federal government, pay attorney's fees and a "whistle-blower's" fee of 25 percent of the total recovery. This case is
in discovery and a motion for summary judgment will be filed by the State by May, 1999.

The United States Environmental Protection Agency filed a lawsuit in the U.S. District Court for the Northern
District of Indiana against the Hammond Sanitary District and eight of its users for violations of the Clean Water Act,
among other things. The State was named as a defendant. Because of Indiana's interests in this case, which mirror
those of the federal government, the State has attempted to realign itself and become a plaintiff. The federal trial court
has rejected the State's attempted realignment, so the State has filed cross claims for the same violations of the Clean
Water Act, as well as for additionat State claims, against the other defendants. If the State is found jointly or severally
liable, it would be potentially liable for more than $10 million. This matter is currently set for trial in July 1999, with
dispositive motion briefing underway in October 1998.

The State intends to vigorously defend each of the foregoing suits or other claims.

The State does not establish reserves for judgments or other legal or equitable claims against the State.
Judgments and other such claims must be paid from the State's unappropriated balances and reserves, if any. See
"FINANCIAL RESULTS OF OPERATIONS." With respect to tort claims only, the State's liability is limited to
$300,000 for injury to or death of one person in any one occurrence, and $5,000,000 for injury to or death of all persons
in that occurrence.
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STATE OF INDIANA

AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON $STREET
4TH FLOOR, RooM E418
INDIANAPOLIS, INDIANA 46204-2765
INDEPENDENT AUDITORS' REPORT (317) 232-2513

TO:" The Honorabie Frank O'Bannon
The Legislative Cauncil of the General Assembly, and
The Citizens of the State of Indiana

We have audited the accompanying general purpose financial statements of the State of indiana as of
and for the year ended June 30, 1998. These general purpose financial statements are the responsibility of the State
of indiana’s management. Cur responsibility is to express an opinion on these general purpose financial statements
based on our audit. We did not audit the financial statements of certain component units of the State, as discussed
in Note I{A), which statements reflect total assets and revenues of $4,257.2 million and $951.1 million, respectively,
as of and for the year ended June 30, 1998. The financial statements of these component units were audited by
other auditors whose reports thereon have been furnished to us and our opinicn, insofar as it relates to those units,
is based soiely upon the reports of the other auditors. The reports represent 16.3% of special revenue fund assets,
100% of debt service fund assets, 94.7% of enterprise fund assets, 89% of internal service fund assets, and 100%
of proprietary and governmental discretely presented component units assets.

Except as discussed in the following paragraph, we conducted our audit in accordance with generally
accepted auditing standards and the standards appiicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we pian and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion. '

Governmental Accounting Standards Board Technical Bulletin 98-1, Disclosures about Year 2000 Issues,
requires disclosure of certain matters regarding the year 2000 issue. The State of Indiana has included such
disclosures in Note IV(C). Because of the unprecedented nature of the year 2000 issue, its effects and the success
of related remediation efforts will not be fully determinable until the year 2000 and thereafter. Accordingly, insufficient
audit evidence exists to support the State of indiana’s disclosures with respect to the year 2000 issue made in Note
IV(C). Further, we do not provide assurance that the State of Indiana is or will be year 2000 ready, that the State
of Indiana's year 2000 remediation efforts will be successful in whole or in part, or that parties with which the State
of Indiana does business will be year 2000 ready.

in our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to examine evidence regarding year 2000 disclosures, the general purpose financial
statements referred to above present fairly, in all material respects, the financial position of the State of Indiana as
of June 30, 1998, and the resuits of its operations and cash flows of its proprietary fund types and nonexpendable
trust funds for the year then ended, in conformity with generally accepted accounting principles.

As discussed in Note lll (1) to the financial statemenits, the State of Indiana has restated certain beginning
fund balances and retained earnings. The State Employee Deferred Compensation Pian is reported on a December
31, 1897, year end. The Housing Finance Authority, a discretely presented component unit, also reports on a
December 31, 1997, year end.



Our audit was made for the purpose of forming an opinion on the general purpose financial statements
of the State of Indiana. The combining and individual fund financial statements, account groups and schedules as
listed in the table of contents are presented for purposes of additional analysis and are not a required part of the
basic financial statements. This information, and not the information in the Introductory and Statistical Sections, has
been subjected to auditing procedures applied in the audit of the general purpose financial statements and, in our
opinion, is fairly stated in all material respects in relation to the financial statements of each of the fund types and
account groups included in the general purpose financial statements taken as a whole. We express no opinion on
the information in the introductory or Statistical Sections.

In accordance with Government Auditing Standards, we have also issued our report dated December

28, 1998, on our consideration of the State of Indiana’s internal control over financial reporting and our test of its
compliance with certain provisions of laws, regulations, contracts and gz
/

December 28, 1998 STATE BOARD OF ACCOUNTS
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o “a\l STATE OF INDIANA

£/ AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS

\,\/\/- = 302 WEST WASHINGTON STREET

4TH FLOOR, Room E418
INDIANAPOLIS, INDLANA $6204-2765
317y 232-2513

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

TO: The Honorable Frank O’Bannon
The Legislative Council of the General Assembly, and
The Citizens of the State of Indiana

We have audited the financial statements of the State of Indiana as of and for the year ended June 30,
1998, and have issued our report thereon dated December 28, 1998, which was qualified because insufficient audit
evidence exists to support the State of Indiana’s disclosures with respect to the year 2000 issue. Except as
discussed in the preceding sentence, we conducted our audit in accordance with generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

mpli

As part of obtaining reasonable assurance about whether the State of Indiana’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompiiance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance that are required to be reported under Government Auditing Standards.

Internal Contrgl Qver Financial Reportin

In planning and performing our audit, we considered the State of indiana’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Qur consideration of the
intenal control over financial reporting would not necessarily disclose all matters in the internal control over financial
reporting that might be material weaknesses. A material weakness is a condition in which the design or operation
of one or more of the internal control components does not reduce to a relatively low level the risk that misstatements
in amounts that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider to be material
weaknesses.

This report is intended for the information of the State of Indiana’s management, federai awarding
agencies and pass-through entities. However, this report is a matter of public record and its distribution is not fimited.

December 28, 1998



State of Indiana
Combined Balance Sheet

All Fund Types, Account Groups, and Component Units

June 30, 1998

{amounts exprassed in thousands)

Aszats and other dabits:

ASSeLs:
Cash, cash equivaients and investmants - resirictesd
Cash, cash equivaients and invastmants - unrestricted
Cash and invastmants with fiscal agent
Secuntias lending coltataral
Recaivables:
Taxes
Accounts
Grants
Nolas
interest
Membar contnbutions
Empiayer coninbuhons
Membar toans
Interfund
Advances
Ous from other funds
Intergovernmantal loans
Student loans
Cther
inventory
Prapaid expenses/axpandiures
Food stamp inventory
Qther rastricted assats:
Construction in progress
Qther
Band iasua costs - nat of amortizaton
Property, plant and aquipment
Lass; Accumulated dapraciation
Cther assats
Qther debits:
Arnount available for dabt service fund
Amount availabia for nat pension abligation
Amount tg provided for retinement of iong tarm dabt

Total 2s4ets and other debits
Liabilitiex, squity and other cradits:

Liabllitles:
Accounls payadle
Accruad intenest payable
Salarias and banefits payable
Capitai laase payable - curent
Revenue bonda/notes payable - curent
Pansion benefits pavabie
Intarfund payables
Advances
Oua o other funds
Fedaral arbitrage labiity
Tax refunds payabie
Deiarmad revenus
Accruad prize liabity - curment
Accrued peize liabillty - iong termm
Accrusd liability for compensated absances - current
Accruad liability tor compensatad absences - [ong tem
Intergovernmental payabie
Eschaated propary liability
Consuucuon rawgnuon
Othar payables
Securities lending coliateral
Chiigations under reverse repunchase agreements
Nal pansion abligatian
Capital lsase payable - iong teem
Reverua hondsnoles payable - long tarm

Tota liabilitias

Eguity and other credits:
Investmant in ganacal fxed assais
Net assats heid in rust for pansion benailts
Contriouted Capital;
Capatal grants
Retined samings:
Resorvad (see note ill. H.)
Unresarved
Fund balances:
Raserved (see note 11, .}
Unresarved:
Designatad for approphiations
Dasignatad for allotments
Undesignatad

Total aquity ana other cradits
Total Habilitles, squity and other credits

Tha notes 10 the financal stalements am an i

Governmantal Fund Types

Special Dabt Capits

Ganerai Revenus Service Projects
- % - 3 - -
2855094 1,790,944 7.589 291,335
- 308,308 - -
2.189.592 257,918 - 232,623
519,713 165261 - 1,444
413 14,338 - 54
255 85,188 - 20
28.529 15,358 12 -
2,756 43,534 - -
- 500 - 2212
28,384 7.908 3,283 45517
11,442 188,445 - 6.564
- - - 381
- 123,328 - -
$ 5,832,178 § 3,001,056 § 11&!4 $ 580,730
3 102057 § 372234 § 2 8 8,983
- - 3,449 -
38,647 34,796 - -
- 48,290 - 865
3.147 28,527 - -
25,841 8,333 - -
N 142,52% - -
2,584 2428 - -
- 124912 - -
2,189,592 287,915 - 232623
2,350,979 1,214.95) 3.461 240,481
311,035 956,676 7.833 27,584
1,182,378 23,862 - 278,910
1,200,087 {60,650} - 15,723
567,799 883,015 - 20.052
3,272,190 1,786,108 7,833 340,248
5 3632178 § 3,001,088 § 11,284 § $80.730

gral part of this it



Totals Totals
Propristary Fund Types Fund Type Account Grougs Primary Component Units Reporting
Government Entty
Trust Ganarsi Ganecal Colieges
internat and Fixed Long-term {Memorandum and {Mesmorandum
_ Boterprisa Service ___Agency Assets Osbt Onty) Gavemmental Proprietary Universities Only)
$ 84404 $ 111284 § - 3 -3 - 3 175628 3 - 3 - 8 174,688
2ra e 368,500 15,374,513 - - 20,815,198 21,428 873.020 2,235813 23,585,557
- - - - - 308,208 - - - 308,308
- - 2,103,313 - - 4,783,443 - 91,949 279,379 5,154,771
- - - - - 588,448 - - - 584,448
18,752 5.568 18.079 - - 52202 837 - 139,951 192,790
- - 160 - - 85,832 - - - 28,832
- - - - - - 1,382 8§50 - 2,002
B804 694 140,066 - - 183,484 100 33,850 16.881 239,315
- - 49,258 - - 49,238 - - - 49,258
- - 63,588 - - 8,588 - - - 8,558
- - 8,494 - - 8,494 - - - 8404
L] - - - - 47,158 - - - AT,159
- 484 - - - 3,208 - - - 31,298
- 7.860 15,240 - - 105,970 - - - 105,970
- - 283,188 - - 488,01% - 938,114 - 1,427,722
- - - - - - - 244,375 116.863 381,038
- - - - - 381 - 540277 60.763 601,901
5,104 12.287 - - - 17.45¢ - - 31,260 48,720
533 4,181 25 - - 4,71e - - 19,483 24,202
- - - - - 123,328 - - - 121,328
1618 30,785 - - - 32,403 - - 31.423 53,828
11,104 - - - - 11,104 - - — 11,104
2,605 11,458 - - 14,081 - 17,923 740 32,724
603,680 572,378 638 1,485,200 - 2,842,994 - 1084 5.150.489 1,794,447
(387,141} (101,152} {449) - - {488,T42) - - 84N (2.258,123) (2,747,748
- - - - - - - 2.886 - 2,888
- - - - 7,831 7,833 - - - 7433
- - - - 3.889 am - - - l.ate
- - - - 848.268 848,268 = - - 848,288
$ sn& $ 892,101 § 1505..102 $ 1,448,200 $ 359990 $  30.,7004350 23,747 8 2,548,247 § SIIZA,T*H 3 39,087,558
$ ro8s § 15,427 & 837005 § - 8 - % 1,401,701 § 2435 § 1075 § 358084 § 1,324,177
- 30,548 - - - 3097 - 24,388 20,511 78,878
288 nr 123 - - 72,929 - - 2.652 5,501
107 21 - - - 1,023 - - 39.633 40,861
- 10,840 - - - 10,840 - - 1218270 1,228,110
- - 10.579 - - 10,579 - - - 10,570
- - - - - 47,188 - - - 47,135
2796 500 - - - 1208 - - - 1298
55,517 3,437 10,342 - - 108,970 - - - 108,970
- 689 - - - (2. ] - 789 - 1,478
- - - - - 33,974 - - - 33,074
2,908 1,320 586 - - 147,330 - 541 55,158 203,044
48,320 - - - - 48,329 - - - 48,128
51,192 - - - - 51,192 - - - 51,192
14 45 13 - - 5074 - - 45,435 50.50%
258 1,309 27 - 93,484 95,328 - - - 95,329
- - 5814 - - T e - - - 2y,
- - 1.969 - - 3,089 - - - 3080
- 1,468 - - - 1,488 - - - 1,488
12,219 11,424 - - - 23,841 1.5753 1,040 - 26,247
- - 2.103.313 - - 4,783,443 - 21,949 279.379 $,1854,711
- - - - - - - - 172,250 172,250
- - - - 3,880 pE - - - 3,489
as 219 - - 4413 4,993 - - - 4,903
257,388 558,157 = - 358,204 1,371,948 - 1,045,608 - INTISE
450,535 840,111 3.072.013 - 539,900 8,650,510 4.010 2.085,579 2200249 12,929,148
- - - 1,484,200 - 1,488,200 - - 1,833,422 3,290,822
- - 13,148,228 - - 13,145,228 - - - 13,145,228
7.87m 19.849 - - - 7,720 - - - r.120
30,374 484 - - - 30,858 - - - 30,858
101,429 314857 - - - 133,088 - 482 668 - §15.754
- - 283,188 - - 1,580,479 2,838 - 8a7.568 2,270,888
- - 1817 - - 1,488,787 - - - 1,488,187
- - 101.738 - - 1,257,738 - - 288,973 2,244,769
- - 1,452,240 = - 2,333,208 16,699 - 107 498 3,057,804
130.874 51,990 14,986,080 1,488,200 - 22,050,340 19.737 482,688 3,515,462 28,168,207
3__3ee20e §_ | 681101 3 18058102 4 148200 S 839990 $ 30700880 3 ZITAT S 2348247 5 3434711 5 30,097,388




State of Indiana

Combined Statement of Revenues, Expenditures and Changes in Fund Balances
All Governmental Fund Types, Expendable Trust Funds, and Similar Discretely

Presented Component Units

For the Fiscal Year Ended June 30, 1998

{amounts expressed in thousands)

Totals Totals
Gavernmantai Fund Types Fiduciary Primary Govern- Reporting
Fund Type Govermmant mental Entity
{Mamo- Fund Types {Memao-
Special Oebt Capital Expsndabi d ponent rand
General Revenus Service Projects Trust Qniy) Unit QOnty)
Revenues;
Taxas & 7608513 § 2420687 S - 8 13,710 % 246606 $ 10,298,316 5 -~ § 10,298,518
Licensas, permits and franchises 19,433 337,834 - - - 357,087 - 357,087
Current service chargas 176,644 418,464 - 1,187 - §94,295 109 94,404
Inierast 341,188 105,993 828 2,617 92.72% 583,252 1,040 564,192
Saies/rents 56% 57,708 - - - 58,27T 28 58,303
Grams 11,844 3,844,774 - 10,380 14,049 3,880,797 - 3,880,797
Donations/sscheals = 2 - - 22.909 22,341 - 22,341
Miscallanecus 7.603 185,380 - 75 118 193,878 71 193,747
Total revenuas 8,165.595 7178172 828 47,94% 378,277 19,748,821 1.248 15,770,087
Expenditures:
Current:
Gensral government 1.998.033 1,479,232 - 45,278 12.595 3,535,134 - 3,535,138
Public safety 450,543 410,637 - 21,720 - 882,300 - 882,300
Hsaith 108,717 158,466 - 2,884 - 272,087 - 272,087
Welfars 351,857 3,787,941 - 1,663 §,587 4,148,348 - 4,148,848
Consenation, culture and deveiopment 71,071 370,726 - §,798 269,440 718,033 2.004 720,009
Education 4,175.369 458.050 - 9.130 ass 4,642,907 - 4,842,907
Transportation 2,835 1,074,294 - 652 - 1,077,581 - 1,077.58%
Miscallanascus 887 - - - - 887 - 387
Debt sarvice:
Prncipal - - 14,805 - - 14,808 - 14,805
Inierest, inances faes - - 30,136 - - 30,138 - 30,136
Other - I 84 - - 24 = |
Total expenditures 7.150.882 7.740,348 45,025 89,125 207,980 15,321,368 2.004 15,323,372
Excass (deficiency) of revenues over {under)
axpandituras 1,008,703 {582,174} {44.197) (41.178) 58,297 447,453 {758) 448,895
Cther flnancing sources (uses):
QOparating transfers in (Gut) (884,838) 890,915 42,518 128,521 {17.927) 159,187 - 158,187
Operating transfers in {oul) = companant unit (7,500} 2,000 - - 22022 16,522 5,500 2,022
Procawds from capital leases as4 1,583 - = —- 2,437 - 2,437
Total othet financing sources (Uses) (691.484} §94,498 42,516 128,521 4,095 178,148 5,500 183,648
-3 of r and other 1 ing
sources over {under) expenditures
and other financing uses 315,219 132,324 (1.681) 87,345 92,392 625,599 4742 830,341
Fund balances, July 1, as restated 2,958,980 1,853,782 §.514 252.904 1,350,587 6,223,767 14,995 6,238,762
Fund balances, Juna 30 § 3,272,199 §_ 1,788,108 7,833 5340249 3 1,442,379 3§ 4249388 3 19,737 3 6389103

The notas lg tha financal siatgmaents are an integral part of this statement.



State of Indiana

Combined Statement of Revenues, Expenditures and

Changes in Fund Balances -Budget and Actual
(Budgetary Basis Variances with GAAP)

General and Special Revenue Fund Types

For the Fiscal Year Ended June 30, 1998

(amounts expressed in thousands)

Revenues:
Taxes
Licenses, permits and franchises
Current servics charges
interest
Sales
Grants
Danations/ascheats
Othar

Total revenues

Expenditures:
Current

General government
Public safety
Healith
Waeifare
Conservation, culture and development
Education
Transportation
Miscellanacus

Total expenditures
Excass of revenue aver (undar) expanditures
Cther financing sources {uses):
Goparating transfers in (out)
Operating transfers in {out) - componant units
Total other financing sourcas (usas)
Excess of revenues and other sources
over (under) expenditures
and other uses

Fund balances, July 1, as restated

Fund balances, June 30

The notes to the financial stataments are an integral part of this statement,

General Fund Special Revenus Funds

Budget Actual Variance Budget Actual Varianca
$ 6500851 § 7570513 § 1,069,682 § 2,412,851 § 2388235 § {24.615)
20,322 19,433 {889) 293,292 337.635 44,343
103,727 176,644 72917 408,957 301,227 (105,730}
130,000 332,142 202,142 20,548 25318 4,768
750 569 {181) 24,642 12,361 (12.281)
32,700 12,837 (89.863) 3,209,713 3,605,257 395.544
- 3 ) 269 31 (238)
2.500 7,594 5.094 167.210 275,797 108,587
5,840,850 8,119,740 1,278,890 6,535,482 6,945.859 410,377
2,000,118 1,989,037 11,081 1,401,735 1,384,492 17,243
531,272 450,778 80,494 500,008 379,793 120,215
120,742 108,389 11,853 178,685 155,981 22684
720,004 353.857 366,347 3,839,940 3,705,105 134,835
138,963 70.892 66,071 519,228 452,196 g7,032
4,828,758 4,193,009 433,759 480,608 460,822 19,786
5774 2.508 3.176 1,069,200 1,063,505 5,695
137 138 1 - - -
8,141,778 7,168,998 §72.782 7,989,384 7,801,894 387.480
(1.300,928) 950,744 2,251,672 (1.453.502) (656,035) 797,867
(571,884) (634,833} (13,174) 442 468 588,432 245,964
{7,500) (7,500} — 2,000 2,000 -
{679,184) __(892,338) (13.174) 444 468 590,432 245,964
$__ (1,980,052 258408 5 2238498 % (1,009.434) 34,397 § 1,043,831

2,126,555 1,253,660
$ 2384961 $__ 1288057



State of Indiana

Combined Statement of Revenues, Expenses and
Changes in Retained Earnings (or Equity)
All Proprietary Fund Types, Nonexpendable Trust Funds and
Similar Discretely Presented Component Units
For the Fiscal Year Ended June 30, 1998

{amaunts expressed in thousands)

Totals Jotais
Proprietary Fiduciary Primary Proprietary Reporting
Fund Types Fund Type Government  Fund Types Entity
Non- {Memo- (Memo-
Internai expeandable randurm Component randum
Enterprise Sarvice Trust Only) Units Qnly)
Qperating revenues:
Sales/rants/pramiums § 869,792 § 79.414 § - s 749,208 $ - 3 749,206
Tall receipts 79,279 - - 79,279 - 79,279
Charges for services - 48,700 25,008 73,708 68,389 142,095
Statutory appropriations - 1.919 -~ 1,919 - 1,919
Insurance premiums - 79,587 - 79,587 - 79,587
Misceilaneous 1,069 1.156 - 2,225 - 2,225
Totai operating revenues 750,140 210.778 25,006 985,922 £8,389 1.054,311
Caost of sales 449,654 19,296 - 464,350 - 468,950
Gross Mamgin 300.486 191,480 25,008 516,972 68,3280 585,381
Operating expenses:
Parsonal services 31,859 16,439 - 48,298 58 43,354
Other general and adminisirativa axpense 33.751 46,119 20,274 100,144 19,761 119,905
Loss claims expensa 1,692 - - 1,892 - 1,692
Benefit payments - 60.308 - 60,308 - 60,808
Disability payments - 16,148 - 18,148 - 16,148
Death settiements - 819 - a1g - 819
Medical expensa reimbursemeant - 278 - 278 - 278
Depreciation and amortizaticn 11,832 17,875 - 29,507 3,798 33,305
Miscellanequs 69 - - 69 861 330
Total operating axpensas 78,803 158,386 20,274 257,563 24,476 282,039
Operating income (loss) 221,583 33,084 4,732 259,409 43,913 303,322
Nonoperating revanues (expenses):
Intarest and ather investmant income {(expense) (3,081) (28,039) 1,202 {29,918) 8,553 (23,385)
Laoss on disposition of assets - 109 - 109 - 109
Miscellanequs (3.643) - — {3.843) {823) {4,288)
Total nonoparating revenues (@xpeanses) (8,724} (27.930) 1,202 {23,452) 5,930 (27,522)
lncome before operating transfers 214,359 5,184 5,934 225,957 49.843 275,800
Opaerating transfers in {out) {191,519) (9,092) 11,424 {189,187) - {189,187)
Qperating transfers in (out} - companent units - = - - (22,022) (22,022}
Net income {loss) 23,340 (3.928) 17.368 38,770 27.821 84,591
Retained earnings/fund balances, July 1, as restated 108,482 36,089 380,524 525,058 454,847 979,903
Retained eamingsifund balances, June 30 $ 131,803 § 32,141 § 397,882 $ 581,826 § 482 6688 § 1,044,494

The notas to the financial statements are an integral part of this statarment.
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State of Indiana

Combined Statement of Cash Flows
All Proprietary Fund Types, Nonexpendable Trust Funds and
Similar Discretely Presented Component Units
For the Fiscal Year Ended June 30, 1998

{amaunts expressaed in thousands)

Cash flows from opereting activities:
Qparating nicome (loss)

Adjustments [0 reconcile operatng income (10ss)
to net cash proviced (used by operating activites):
Ceprecationvamortization axpense
Qther pravisions.

{increase) decreassa in accounts receivabis

{ir ) d in inteng rocer
{Increass) decreass in swaent loans

{Ir ] in other ¢

({Increasa} decraase in due from other funds
(Increase} decreasa in inventory

{Incraase) decraase in prepaid expansas
{Increasq) decraase in oiher assats

Increase {cacreass) in heaith claims incumed
Increase (decrease) in benafits payable
Increase (decreasa) in acCounts payable
increase {gecreasa) in daferred revenue
increass (decreasa) in salaries payable
Increass (o ) i comp

(increase) decraass in dus i other funds
increass (decreasa) in accrued prizg Nability
incraasas (decraasa) in feceral arbitrage liabikty
Increasa {dacrsase) in other payablas

Nat cash provided (used) by operating activities

Cash flows from noncaphal financing activities:
Operating transfers in (out)
Procaads from integovemmantal [oans
Regayment of iIntergovemmental lcans
Cash raceived - advances
Cash paid - agvances

Net cash provided {used) by noncapital financing acthvites

Cash flows from capital and
related financing activities:
Acquisition of fixed assets
Proceeds from sake of hed sdsets
Proceeds from issuanca of long-lanm debt
Prncipal payments — capital Jeasas
Prncipal paymants — bonds/ncles
Intaras:, detd issua costs
Nei cash provided (usad) by capdal and retated financing
acthatias

Cash fiows from Investing activities:
Procasds from sals of investments
Purchase of investmants
Interest recaved
interest axpensa

Net cash provided (usad) by investing activites
Nat increass {decrease) In cash and cash equivalents
Cash and cash squivalents, July 1
Cash and cash squivalents, Juns 30

Reconcillation of cash, cash squivaients and Investments:
Cash and cash equrvalents at end of ysar
investments
Othar funds presanted on balancs st (nust and agancy)

GCash, cash squh and sor bak et

Fixed assat portion of contributed capital
Addition of fixad asset through n yabi

Tha notes o the i - are an i

oral part of this

F Y Totals Totals
Proprietary Fund Primary Propristary Raporting
Fund Types Type Government Fund Types Entity
Non- {Mamo- {Memo-
internal pendabi rand Comp t randum
_._Enterprise Service Trust Oniy) Unity Only)
3 21583 § 33004 % 4,732 258409 5 43913 303,322
11,532 17,975 - 29,507 3798 3305
{4,350) 138 - {4.212) {12.368) (18,578)
1,808 (48) - 1,759 - 1,759
- - - - {12,591) (12,59)
- - - - 8,378 4,378
- - - - (117.598) (117,508)
- {3.334) - (3.334) - 3,334}
(125) 5228 - 5,101 - 1,101
124 2,531 - 2,857 - 2,887
- - - - (394) (394}
- 23 - 233 - p2b)
- 1,502 - 1,502 - 1,502
37125 812 27 4510 {1.705) 2,805
203 (3.860) - {3.857) (2.458) %,113)
15 52 - &? - [ 14
a2 49 - ] - ot
12,870 8,422 - 21,292 - 21,292
3.796 - - 3798 - 3,198
- 573 - 573 - 573
3.062 {18) o 3.073 {748} 2327
254315 83,347 4705 322,387 {81,767) 230,800
{191,549} {9,092) 11,424 (189,187) (22.022) (211,209)
- - {81.017) #1,017) - (81,017}
- - 19.737 19.737 - 16,737
- 3.100 - 3,100 - 3,100
- (3,100} - {3,100} - {3,100]
(191.518) (9.092) (29.858) (230,467} {22.022) {252 480}
{10,477} (43.459) - {53,538) Ty {34,007}
- 538 - 534 - 528
- 52,364 - 52.304 527,011 §719.375
82} {862) - (954) (448,126) (449,080)
{5.300) (20,157) - (25.457) - (28,457
{14 788) (31,018} = [45.808) {107.800) (153.408)
(30857} (42.598) - {73.253) (28.786) (102,039)
830,013 85,625 138.220 852,758 T79.842 1,632,400
(858,348) (97,483 (116.581) (8790.412) {668.040) (1,588,452)
9,981 4,083 1.202 15,278 105,421 120,897
= - 2) 2} = 2)
(18.484) (7.755) 20.850 (2.380) 187,023 184,843
18,855 3,904 (4292} 18.267 44,448 0,715
117,587 36.057 33,828 187,548 91.851 279.400
5 134,522 H o081 3 29,333 203818 § 138 209 340,118
s 13452 § 30081 § 29,333 203818 § 138299 340,115
208,703 107,823 85,283 401,909 538,721 938,830
= - 15.250.707 18.250.797 = 15,250,797
5 343,223 3 147784 3 13374313 15885322 $ 020 16,334,542
H 12 3 - 3 - 12 8 - 12
- 8,389 . 8,55 - 5,358
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State of Indiana

Combined Statement of Changes in Plan Net Assets
Pension Trust Funds

For the Fiscal Year Ended June 30, 1998

{amounts expressed in thousands)

Additions:
Member contributions $ 212,877
Employers contributions 721,257
Investment income 1,431,863
Operating transfers in 30,000
Other 2,644
Total additions 2,398,641
Deductions:
Pension benefits 696,788
Disability benefits 14,093
Survivor benefits 6,513
Funeral benefits 24
Withdrawal refunds 35,176
Administrative 7,378
Total deductions , 759,972
Net increase (decrease) 1,638,669
Net assets heid in trust for pension benefits, July 1, as restated 11,506,558
Net assets held in trust for pension benefits, June 30 3 13,145,228

The notes to the financial statements are an integral part of this statement.
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State of Indiana

Combined Statement of Changes in Fund Balances - Discretely Presented
Component Units - Colleges and Universities

All Fund Types

For the Year Ended June 30, 1998

(amounts expressed in thousands}

Auxillary
Unrestricted Enterprise Restricted Loan
Fund Fund Fund Fund
Revenues and other additions :
Current fund revenues $ 2055473 $ 221,333 3 - 3 -
Grants, gifts and cantracts 2,582 - 543,850 121,099

Appropriations 80,265 - 68,918 -
Additions tc plant and facilities -

Retirement of indebtedness - - -
Endowment and investment income 6,191 B30 8,972 2,184
Bond proceeds - - - -

Sales and sarvices - - 9,474 169
Auxiliary services 10,074 258,827 - -
Other additions 265 528 15,226 g7
Total revenues and other additions 2,154,850 481,518 646,480 123,849
Expenditures and other deductions :
Current fund expenditures 2,005,075 167,419 315.320 -
Restricted fund expenditures - - 25,431 -
Indirect costs recoverad - - 62,830 -
Direct student loans issued - - - 120,749
Loan cancaliations and administration - - - 559
Administration - - - 130
Expended for plant facilities and disposals - - 10,456 -
Bond issued and issuance costs, ratiremants - - - -
Debt service requitements - - - -
Depreciation and amortization - - - -
Othar deductions 577 278 227,739 131
Auxiliary services - 281,616 - -
Total expenditures and ather deductions 2,005,652 449,313 641,916 121,569
Excess of ravenues and other

additions over {under) expenditures

and other reductions 149,198 32,205 4,564 2,280
Transfers fromvto other funds (146,249) (26,311) 7,134 219
Net increase/ (decrease) for the year 2,949 5,854 11,698 2,499
Fund balance, July 1, as restated 347,511 164,286 95,120 50,729
Fund balance, June 30 $ 350460 $ 170,180 $ 106,818 $ 53,228

The notes to the financial statements ars an integral part of this statement.
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Retirement of Renewal & Investment
Endowment Unexpended indebtedness Replacemant in Plant Totals
Fund Fund Fund Fund Fund
- 3 - § - % - % - $ 2,276,808
9,281 10,091 459 - 3,141 690,543
- 85,715 - 3,958 - 218,858
- 782 - - 270,237 271,019
- 88,608 5.302 - 147,926 241,837
121,024 19,490 2,276 20,648 - 190,615
- 30,430 78,853 - - 109,283
- 54 - - - 9,697
- - - - - 268,901
441 2,866 20,825 980 5 41,543
130,748 218,036 107,716 34,596 421,309 4,319,100
5,922 - - - - 2,493,736
- - - - - 25,431
- - - - - 62,930
- = - - - 120,748
- - - - - 559
984 95 563 13,140 - 14,918
- 154,583 - 10,821 8,573 224,483
- - 7.521 - 1,568 9,080
- 2,064 198,100 - 195,967 396,131
- - - - 174,948 174,948
2,258 13,259 1.248 20,581 9,399 275,458
- — - - - 281,616
9,162 210,011 207,438 44,542 390,446 4,080,049
121,584 8,025 {99,722) (9,945) 30,863 239,051
{5.254) 38,262 93,340 38,678 (127) (308)
116,330 46,287 {6.382) 28,732 30,736 238,743
577,497 80,631 45,894 212,365 1,802,686 3,376,719
893,827 §$ 126918 $ 39,512 § 241,097 $ 1,833,422 % 3,615,462
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Combined Statement of Current Fund Revenues, Expenditures
and Changes in Fund Balances - Discretely Presented
Component Units - Colleges and Universities

For the Year Ended June 30, 1998

(amounts axpressed in thousands)

Auxiliary
Unreastricted Enterprise Restricted Totals
Fund Fund Fund
Revenues:

Studant tuitions and fees $ 786,594 § 5475 $ 2617 § 794,688
Governmeantal appropriations 1,045,791 - 55,208 1,100,999
Federal, state and local grants and contracls 35,776 1,034 445,241 482,051
Auxiliary sales and services 73,892 473,551 8,908 556,351
Investment and endowment income 39,792 830 8,780 49,402
Other gifts and grants 12,979 - 38,339 51,318
Cther revenues 159,311 549 12,434 172,294
Other additicns 138 71 211 421

Total revenues 2,154,274 481,510 571,738 3,207,522

Expenditures:

Instruction and departmental research activities 1,021,314 - 74,386 1,095,700
Auxiliary sales and services 12.692 449,035 180 461,917
Research 66,133 - 218,900 285,033
Academic support 265,356 - 9,656 275,012
Operation and maintenance of plant 216,432 - 84 216,516
Scholarships and fellowships 66,659 - 110,064 178,723
Public support 52.416 - 133,813 186,029
Student sarvices 95,930 - 2,115 98,045
Student aid 9,412 - 28,531 34,003
Administrative and institutional support 198.731 - 2,263 200,994
Qther expenses - 572 - 572
Total expenditures 2,006,075 449,607 579,862 3,034,544
Excass of revenues over (under) axpenditures 149,199 31,903 (8,124} 172,978
Other financing sources (uses):
Excass of raceipls over ransfers - - 12.707 12,707
Net operating transfers in (out) {146,250) {26,009) 7,115 {165,144)
Total other financing sources (uses): {146.250) {26,009) 19,822 {152,437)
Excess of revenues and othaer sourcas

Over (under) expenditures and other uses

and the net affact of the discontinued operation 2,948 5,894 11,698 20,541
Fund balance, July 1, as restated 347 511 164,286 95,120 806,917
Fund balance, June 30 $ 350!460 3 170,180 $ 106,818 $ 627,458

The notas to the financial statements are an integral part of this statament.
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STATE OF INDIANA
Notes to the Financial Statements
June 30, 1998
( schedule amounts expressed in thousands )

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Reporting Entity

As required by generally accepted accounting principles, these financial statements present the
government (State of Indiana) and its cornponent units {entities for which the government is considered
to be financially accountable). Blended component units, although legally separate entities, are in
substance part of the government's operations; data from these units are combined with data of the
primary government. Discretely presented component units are reported in three separate columns, one
column for the governmental fund type, one for proprietary fund types, and one for colleges and
universities, in the combined financial statements. This is to emphasize that, as well as legally separate
from the government, they also provide services to and benefit local governments and/or the citizens of
the State of Indiana. Of the compoenent units, the Housing Finance Authority has a December 31, 1897
year end. The State Employee Deferred Compensation Plan which is part of the primary government,
is also reported on a December 31, 1997, year end.

Blended Component Units.

The following are blended component units of the State of Indiana and are audited by outside auditors.
The primary government appoints a voting majority of their boards and is able to impose its will. Although
they are legally separate from the State, the units are reported as if they were part of the State because
they provide services entirely or aimost entirely to the State.

The Indiana Transportation Finance Authority (ITFA) was established to include the
construction, reconstruction and improvements of all toll roads, toil bridges, state highways, bridges, and
streets and roads. The Authority is reported in various governmental funds and an enterprise fund.

The Recreational Development Commission was created to provide funds for projects involving
the Department of Natural Resources' (DNR) properties. The five member commission includes the
Treasurer of State, Director of DNR and three governor appointees. The Commission is reported as an
internal service fund.

The State Lottery Commission of Indiana is composed of five members appointed by the
governor. Net proceeds from the Lottery are distributed to the State to be used to supplement teachers’
retirement, pension relief, and the Build Indiana Fund. A portion of the Build Indiana Fund is then used
to supplement Motor Vehicle Excise Tax Replacement. The Commission is reported as an enterprise
fund.

The State Office Building Commission was created to issue revenue bond debt obligations to
provide funds for financing the implementation of the Indiana Government Center Master Plan and to
construct certain correctional facilities. The Commission is reported as an internal service fund.
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Discretely Presented Component Units.

The following are discretely presented component units of the State of Indiana. The primary government
appoints a voting majority of their boards and is able to impose its will. All component units, except
colleges and universities, are audited by outside auditors.

The Indiana Deveiopment Finance Authority (IDFA) provides job-creating industrial
development projects with access to capital markets where adequate financing is otherwise unavailabie,
The Authority is reported as a governmental fund.

The Indiana Secondary Market for Education Loans, Inc. (ISM) was formed at the request of
the governor to purchase education loans in the secondary market. The unit is reported as a proprietary
fund.

The indiana Board for Public Depositories was established to ensure the safekeeping and
prompt payment of all public funds deposited in indiana banks. The Board, consisting of the Governor,
Treasurer of State, Auditor of State, Chairman of the Commission for Financial Institutions, State
Examiner of the State Board of Accounts and four members appointed by the Governor, provides
insurance on public funds in excess of the $100,000 Federal Deposit Insurance Corporation limit. The
unit is reported as a proprietary fund.

The Indiana Bond Bank, created in 1984, is controlled by a board composed of the Treasurer
of State, Director of the Department of Financial Institutions and five appointees of the governor. The
Bond Bank issues debt obligations and invests the proceeds in various projects of state and local
governments. The unit is reported as a proprietary fund.

The Indiana Housing Finance Authority was created in 1978 for the purpose of financing
residential housing for persons and families of low and moderate incomes. The Authority consists of the
Director of the Department of Financial Institutions, the Director of the Department of Commerce, the
State Treasurer and four persons appointed by the governor. The unit is reported as a proprietary fund.

The Indiana Housing Finance Authority and the Indiar.~ 3ond Bank were determined to be
significant for note disclosure purposes involving the discretely pre ~ented proprietary component units.

Each of the seven colleges and universities included in this report was established by individual
legislation to provide higher education opportunities to the citizens of Indiana. The authority to administer
the operations of each institution is granted to a separate board of trustees for each of the seven
institutions. The number and makeup of the board of trustees of each college and university is prescribed
by legistation specific for that institution. Four universities have nine member boards; two have ten
member boards; Indiana Vocational Technical College has a thirteen-member board of trustees.
Appointments to the boards of trustees are made by the governor and by election of the alumni of the
respective universities. Purdue University and Indiana University were determined to be significant for
note disclosure purposes involving the colleges and universities.
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Indiana Transportation Finance
Autharity

101 W. Washington Street, Suita 1305E

indianapolis, IN 46204

Slate Offica Building Commission
Govamment Canter South, W478
402 W. Washington Street
indianapolis. IN 46204

8oard for Public Deposilories
101 W. Washington St., Suita 1301E
Indianapalis, IN 46204

Accounting Services

1082 Freehafer Hall

Purdue University

Waest Lafayette, IN 47907-1062

Mark Husk

Cirector of Budgeting and
Accounting

tndiana Vocational Technical
College

Indianapails, 1N 48208-1763

Cffica of the Vice Prasident
for Planning and Budgets
Parsons Hall. RM. 223
Indiana State University
Tarre Haute, IN 47309

Recreational Deveiopment
Commission

Govamment Center South, W258

402 W. Washington Street

Indianapolis, IN 46204

Indiana Deveiopment Finance
Authority

One North Capitol, Suite 320

Indianapolis. IN 46204-2226

Indiana Bond Bank
115 W. Washington St., Suita 11755
Indianapolis, IN 48204

Richard W. Schmidt

Vice President - Business Affairs
Univarsity of Southem Indiana
8600 University Boulevard
Evansvilla, IN 47712

Robert J. Siryzinski

Vice Prasident-Financial
Services

Vincennes University

1002 North 1st Street

Vincennes, [N 47591

The financial statements of the individual component units may be obtained from their administrative offices as foilows:

State Lottery Commission of Indiana
Pan Am Plaza

201 S, Capitol, Suite 1100
Indianapolis, IN 48225

Sacondary Market for Education
Loans, Inc.

8425 Woodfield Crossing Boulevard
Suite 401

indianapualis, IN 48204

Indiana Housing Financa Authority
115 West Washington Street
Suite 1350, South Tower
Indianapolis, [N 46204

Offica of the Vice Prasident
and Chief Financial Qfficer

Bryan Hall, Rm. 204

Indiana University

Bloomington, IN 47405-1202

William A. McCune, Controller
Administration Bidg., 103A
2800 University Avenue

Ball State University

Muncie, IN 47305

B. Measurement Focus, Basis of Accounting and Basis of Presentation

The accounts of the government are arganized and operated on the basis of funds and account groups.
A fund is an independent fiscal and accounting entity with a self-balancing set of accounts. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compfiance with finance-related legal and contractuai provisions. The minimum number
of funds is maintained consistent with legal and managerial requirements. Account groups are: a
reporting device to account for certain assets and liabilities of the governmental funds not recorded
directly in those funds.

The government has the following fund types and account groups:

Governmental funds are used to account for the government's general government activities.
Governmental fund types use the flow of current financial resources measurement focus and the modified
accrual basis of accounting. Under the modified accrual basis of accounting revenues are recognized
when susceptible to accrual (i.e., when they are "measurable and available"). "Measurabie" means the
amount of the transaction can be determined and "available” means collectible within the current period
or soon enough thereafter to pay liabilities of the current period. Expenditures are recorded when the
related fund liability is incurred, except for unmatured interest on general long-term debt which is
recognized when due, and certain compensated absences and related liabilities, and claims and
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judgments which are recognized when the obligations are expected to be liquidated with expendable
available financial resources.

Individual gross income taxes, corporation income taxes, sales taxes, motor fuel and motor carrier
surcharge taxes, and alcoholic beverage taxes collected within 30 days after the end of the fiscal year
are susceptibie to accrual. Other receipts and taxes become measurable and available when cash is
received by the government and are recognized as revenue at that time.

Entitlements and assistance awards are recorded at the time of receipt or earlier if the "susceptible to
accrual” criteria is met. Expenditure-driven grants are recognized as revenue when the qualifying
expenditures have been incurred and ail other grant requirements have been met.

Governmental funds include the following fund types:

The general fund is the government's primary operating fund. it accounts for all financial resources of
the general government, except those required to be accounted for in another fund.

The special revenue funds account for revenue sources that are legally restricted to expenditure for
specific purposes (not expendable trusts or major capital projects).

The debt service fund accounts for the servicing of general long-term debt not being financed by
proprietary or nonexpendable trust funds.

The capital projects funds account for the acquisition of fixed assets or construction of major capitai
projects not being financed by proprietary or nonexpendable trust funds.

Proprietary funds are accounted for on the flow of economic resources measurement focus and use
the accrual basis of accounting. Under this method, revenues are recorded when eamed and expenses
are recorded at the time liabilities are incurred. The government applies all applicable FASB
pronouncements issued before November 30, 1989 and those issued after which do not contradict any
previously issued GASB pronouncement in accounting and reporting for its proprietary operations.
Proprietary funds include the following fund types:

Enterprise funds are used to account for those operations that are financed and operated in a manner
simiiar to private business or where the board has decided that the determination of revenues earmned,
costs incurred and/or net income is necessary for management accountability.

Internal service funds account for operations that provide services to other departments or agencies of
the government, or to other governments, on a cost-reimbursement basis.

Fiduciary funds account for assets held by or on behalf of the government in a trustee capacity or as
an agent on behalf of others.

The expendable trust funds are accounted for in essentially the same manner as the governmental fund
types, using the same measurement focus and basis of accounting. Expendable trust funds account for
assets where both the principal and interest may be spent.

The nonexpendable trust funds and pension trust funds are accounted for in essentially the same
manner as the proprietary funds, using the same measurement focus and basis of accounting.
Nonexpendable trust funds account for assets of which the principal may not be spent. The pension trust
fund accounts for the assets of the government’'s employees pension plan.
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The agency funds are custodial in nature and do not present resuits of operations or have a
measurement focus. Agency funds are accounted for using the modified accrual basis of accounting.
This fund is used to account for assets that the government holds for others in an agency capacity.

Account Groups. The general fixed assets account group is used to account for fixed assets not
accounted for in proprietary or trust funds. The general long-term debt account group is used to account
for general long-term debt and certain other liabilities that are not specific liabilities of proprietary or trust
funds.

C. Assets, Liabilities and Equity
1. Deposits, Investments and Securities Lending

For purposes of reporting cash flows, cash and cash equivalents are defined as short-term, highly liquid
investments that are both readily convertible to known amounts of cash and near their maturity (generally
three months or less from the date of acquisition). Cash and cash equivalents are stated at cost, which
approximates fair value.

Cash balances of most State funds are commingled in general checking accounts and several special
purpose banking accounts. The available cash balance not necessary beyond immediate need is pooled
and invested. Interests earned from the investments purchased with pcoled cash is deposited in the
general fund, except as otherwise provided by statute.

Investments and secured lending transactions are stated at fair value in accordance with GASB 31 and
28. However, money market investments and participating interest-earning investment contracts that
mature within one year of acquisition are reported at amortized cost. Fair value is determined by quoted
market prices. In addition, the pension trust funds and securities lending transactions are stated at fair
value in accordance with GASB 25 and 28, respectively.

indiana Code 5-13-9 authorizes the Treasurer to invest in deposit accounts issued or offered by a
designated depository; securities backed by the full faith and credit of the United States Treasury. and
repurchase agreements that are fully coilateralized, as determined by the current market value computed
on the day the agreement is effective, by interest-bearing obligations that are issued, fuily insured or
guaranteed by the United States or any U.S. government agency.

The Treasurer of State is authorized by statute to accept as collateral safekeeping receipts for securities
from: (1) a duly designated depository or (2) a financial institution located either in or out of Indiana,
having physical custody of securities, with a combined capital and surplus of at least $10 million,
according to the last statement of condition filed by the financial institution with its governmental
supervisory body. The Treasurer may not deposit aggregate funds in deposit accounts in any one
designated depository in an amount aggregating at any one time more than 50 percent of the combined
capital, surplus and undivided profits of that depository as determined by the last published statement.

Bond indentures of the indiana Transportation Finance Authority authorize investments in obligations of
the U.S. Treasury, U.S. government agencies and instrumentalities, tax exempt securities, savings

accounts, certificates of deposit (CDs) and repurchase agreements (repos) secured by government
securities.

The State Office Building Commission trust indentures authorize obligations of the U.S. Treasury, U.S.

government agencies and instrumentalities, tax exempt securities, new Housing Authority bonds, savings
and CDs, repos and reverse repos secured by government securities, investment agreements and
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commercial paper. Indiana Code permits investment in shares of management type investment trusts
provided those trusts invest in securities of the types specified above.

Money held in the trust fund of the State Lottery Commission for the deferred payment of prizes may be
invested by the Treasurer of State in annuities sold by an insurance company licensed to do business
in Indiana (A.M. Best rating of A or equivalent) or in direct U.S. Treasury obligations.

Investments of the Recreational Development Commission will be kept in depositories designated as
depositories for funds of the State as selected by the Commission, in the manner provided by IC 5-13-9.

The investments of the State's retirement systems are governed by separate investment guidelines,
except for the State Police Retirement Fund, which is governed by the guidelines set forth in the
preceding paragraphs. Investments which are authorized for the State Teacher's Retirement Fund
include: U.S. Treasury and Agency obligations, corporate bonds/notes, repurchase agreements,
mortgage securities, commercial paper, and bankers’ acceptances. The remaining six retirement
systems and the Pension Relief Fund are administered by the Public Empioyees' Retirement Fund Board.
The Board is required to diversify investments in accordance with prudent investment standards,
Investment guidelines, issued by the Board, contain limits and goals for each type of investment portfolio,
and specify prohibited transactions. These guidelines authorized investments of: U.S. Treasury and
Agency obligations, corporate bonds/notes, common stocks, repurchase agreements, mortgage
securities, commercial paper, and bankers’ acceptances.

Certain deposits of State funds are entrusted to an outside agent to invest and disburse as per federal
requirements or contract. The Wastewater Revolving Fund is held by a fiscal agent and included as a
special revenue fund.

2. Receivables and Payables

Transactions between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either "interfund receivables/payabies” (i.e., the current
portion of interfund loans) or "advances to/from other funds” (i.e., the non-current portion of interfund
loans). All other outstanding balances between funds are reported as "due to/from other funds."

Advances between funds are offset by a fund balance reserve account in applicable governmentai funds
to indicate they are not available for appropriation and are not expendable available financial resources.

The State has the following types of interfund transactions:

Quasi-external Transactions —~ Charges for services rendered by one fund to another that are treated
as revenues of the recipient fund and expenditures/expenses of the disbursing fund.

Reimbursements - Reimbursements of expenditures/expenses made by one fund for another are
recorded as expenditures/expenses in the reimbursing fund and as a reduction of expenditures/expenses
in the reimbursed fund.

Residual Equity Transfers -- Nonroutine or nonrecurring transfers between funds are reported as
additions to or deductions from fund equity.

Operating Transfers -- Leqally authorized transfers other than residual equity transfers are reported as
operating transfers.
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Taxes collected during the month of July are accrued. These taxes include employee withholding and
ather individual inccme taxes, corporate income tax, sales tax, alcoholic beverage tax, motor fuel and
mator carrier surcharge tax.

Due dates are as follows:

Sales, alcoholic beverage, gasoline and special fuel tax — by the 20th day after the end of the
month collected.

Corporate, motor fuel and motor carrier surcharge tax -- due on or before the last day of the
month immediateiy foilowing each quarter of the calendar year.

Employee withholding tax -- depending on the amount of total withholiding, due by the 20th
day after the end of the month or quarterly.

individual income tax — estimates due by the 15th of the month immediately foilowing each
quarter or the calendar year.

Tax refunds paid during the month of July are accrued as taxes payable as they are paid from current
assets. These inciude individual, corporate and sales tax.

The State of Indiana does not collect property taxes; these are collected by local units of government;
a minor portion is remitted to the state semiannually (June and December) for distribution to the State
Fair Commission, Department of Natural Resources and Family and Social Services Administration.

3. Inventories and Prepaid Items

Inventories for the inns & Concessions, State Lottery Commission, Institutional Industries and
Administration Services Revolving are valued at cost; Toll Road inventories are valued at lower of cost
or market. The costs of govermmental fund-type inventories are recorded as expenditures when
purchased. The first in/first out (FIFO) method is used for valuation of inventories.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items.

4. Restricted Assels

Certain assets of the proprietary funds are classified as restricted assets because their use is completely
restricted by bond indentures, contracts or statute.

Restricted assets of the State Office Building Commission are designated for construction or liquidation
of revenue bonds payable. Certain assets of the Recreational Development Commission are restricted
for construction. A portion of Lottery Commission assets are reserved for the prize pool of the Multi-
State Lottery Association. Restricted Toll Road assets are held for future debt service, transportation
improvements and construction.

5. Fixed Assets
Fixed assets used in governmental fund types with a cost of $5,000 or greater are recorded in the general

fixed assets account group at cost or estimated historical cost if purchased or constructed. Donated fixed
assets are recorded at their estimated fair vaiue at the date of donation. Assets in the general fixed
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assets account group are not depreciated. Interest incurred during construction is not capitalized on
general fixed assets.

Public domain (infrastructure) general fixed assets (e.g., roads, bridges, highway iand and other assets
that are immovable and of value only to the government) are not capitalized.

The cost of normal maintenance and repairs that do not add to the value or materiaily extend the life of
the asset are not included in the general fixed assets account group or capitalized in the proprietary
funds.

Property, plant and equipment in the proprietary and pension trust funds are recorded at cost or
estimated historical cost. Property, plant and equipment donated to proprietary funds are recorded at
their estimated fair value at the date of donation. Capital grants to the Inns & Concessions (grants
restricted by the grantor for the acquisition and/or construction of fixed assets) are recorded as
contributed capital; since these contributions are from the primary government, depreciation expense for
these assets is included with depreciation of other assets. Contributed capital is reduced by the cost of
assets retumed to the contributor.

Major outlays for capital assets and improvements are capitaiized in proprietary funds as projects are
constructed. interest incurred during the construction phase of proprietary fund fixed assets is reflected
in the capitalized value of the asset constructed. net of interest earned on the invested proceeds over
the same period.

Property, plant and equipment are depreciated in the proprietary and similar trust funds using the straight-
line method over the following estimated useful lives:

Assets Years

Buildings 20-40
Improvements other than buildings 10-20

Furniture, machinery and equipment 3-10

Software 3

Motor Pool Vehicles | 10 cents per mile

6. Compensated Absences

Full-time empioyees of the State of Indiana are permitted to accumuiate earned but unused vacation and
sick pay benefits. Vacation leave accumulates at the rate of one day per month and sick leave at the rate
of one day every two months plus an extra day every four months. Bonus vacation days are awarded
upon completion of five, ten and twenty years of employment. Personal leave days are eamed at the rate
of one day every four months; any personal leave accumulated in excess of three days automatically
becomes part of the sick leave balance. Upon separation of service, in good standing, employees will
be paid for a maximum of thirty (30) unused vacation leave days.

No liability is reported for unpaid accumulated sick leave. Vacation and personal leave and salary-related
payments that are expected to be liquidated with expendable available financial resources are reported
as an expenditure and a fund liability of the governmental fund that will pay it. Amounts not expected to
be liquidated with expendable available financial resources are reported in the general long-term debt
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account group. Vacation leave is accrued when incurred in proprietary funds and reported as a fund
liability.

7. Long-term Obligations

Long-term debt of governmentai funds is reported at face value in the general long-term debt account
group. Certain other governmental fund obligations not expected to be financed with current available
financial resources are also reported in the general long-term debt account group. Long-term debt and
other obligations financed by proprietary funds are reported as liabilities in the appropriate funds.

8. Fund Equity

Reservations of fund balance represent those portions of fund balances that are legally segregated for
a specific purpose or are nct appropriable. In the accompanying balance sheet, reserves for
encumbrances and tuition support are examples of the former. Reserves for intergovernmental loans
and advances receivables are exampies of the latter. The following is a brief description of each reserve
and the purpose for which it was established:

Reserve for Tuition Support—established to recognize that the legislature has set aside money, as
determined by the State Budget Agency, for paying the monthly distributions to local school units at the
beginning of the succeeding fiscal year.

Reserve for Encumbrances--established to recognize money set aside out of one year's budget for goods
and/or services ordered during that year that will not be paid for until they are received in a subsequent
year.

Reserve for Advances Receivable—-established to recognize long- term loans and advances issued to
other funds within this government and therefore not currently availabie for expenditure.

Reserve for Intergovemmental Loans--established to recognize that the legisiature has set aside money
to lend to local units of government for specific purposes. These amounts are loans to individual school
corporations, cities, towns, counties and other governmental units. Additionally, the general fund lends
money to nonprofit entities. All loans require review and approval of the Board of Finance prior to
issuance.

Reserve for Debt Service, Special Purposes— established to recognize that certain amounts have been
set aside.

Designations of fund balance represent tentative management plans that are subject to change.

The proprietary funds' contributed capital represent equity acquired through capital grants and capital
contributions from other funds.

9. Memorandum Only -- Total Columns

Total columns on the general purpose financial statements are captioned as "memorandum only"
because they do not represent consolidated financial information and are presented only to facilitate
financial analysis. The columns do not present information that reflects financial position, results of
operations or cash flows in accordance with generaily accepted accounting principles. Interfund
eliminations have not been made in the aggregation of this data.
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. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
A. Budgetary Information

Legislation requires that the Governor submit a budget biennialiy to be adopted by the General Assembly
for the ensuing two-year period. The budget covers the general fund and most special revenue funds,
but excludes various speciai revenue funds that are not subject to appropriation pursuant to state law.
Funds excluded are the Pension Relief Fund (6590), the Transportation Finance Authority - Highway
Revenue Bonds, and the Wastewater Revolving Fund. [n addition there are various “Other Special
Revenue Funds” excluded which are the Public Safety Death Benefit Fund, the Armory Board, the
Recreation funds at state institutions and mental facilities, and the Transportation Finance Authority -
Airport Facilities and Aviation Technology Funds. Those special revenue funds subject to legally adopted
budgets are presented in the Combining Schedule of Revenues, Expenditures, and Changes in Fund
Balances - Budget and Actual. Those special revenue funds excluded from this schedule, as compared
to the Combining Statement of Revenues, Expenditures, and Changes in Fund Balance - Special
Revenue Funds, do not have legally adopted budgets. The General Assembly enacts the budget through
passage of specific appropriations, the sum of which may not exceed estimated revenues.
Appropriations for programs funded from special revenue funds may ailow expenditures in excess of
original appropriations to the extent that revenues collected exceed estimated revenues.

The budgetary bill is enacted as the Appropriations Act which the Governor may veto, subject to
legislative override. Except as specifically provided for in the Appropriations Act, appropriations or part
thereof remaining unexpended and unencumbered at the close of any fiscal year will lapse and be
returned to the fund from which it was appropriated.

The legal level of budgetary control (the level on which expenditures may not legally exceed
appropriations) is maintained at the fund level by the State Budget Agency. When budgets are submitted
for each fund center, certain recurring expenditures are not budgeted (medical service payments,
unemployment benefits, tort claims) according to instructions from the State Budget Agency to the
various agencies. The Budget Agency monitors all fund centers regularly in addition to monitoring excess
general fund revenue that will be available at the end of the fiscal year to cover the non-budgeted,
recurring expenditures in the fund centers.

Budgeted amounts are as adopted or amended by supplemental appropriations that were necessary
during the current year. The State Board of Finance, which consists of the Governor, Auditor of State
and Treasurer of State, is empowered to transfer appropriations from one fund of the State to another,
with the exception of trust funds. The State Budget Agency may transfer, assign, and reassign almost
any appropriation, except those restricted by law; but only when the uses and purpaoses of the funds
concur. Excess general fund revenue is used to cover non-budgeted recurring expenditures and
overdrafts of budgeted amounts at the end of the current year. These actions are considered
supplemental appropriations, therefore, expenditures do not exceed appropriations for individual funds.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g., purchase orders,
contracts) outstanding at year end are reported as reservations of fund balances and do not constitute
expenditures or liabilities. Funds encumbered in the prior year are carried forward in the ensuing year's
budget. The availabiiity of unencumbered funds in the subsequent year is dependent upon the legisiative
or administrative controls established when the fund center was originated.
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B. Budget/GAAP Reconciliation

The cash basis of accounting (budgetary basis) is applied to each budget. The budgetary basis differs
from GAAP. The major differences between budgetary (non-GAAP) basis and GAAP basis are:

1. Revenues are recorded when they are earned (GAAP) as opposed to when cash is
received (Budgetary).

2. Expenditures are recorded when the liability is incurred (GAAP) as opposed to when
payment is made (Budgetary).

Adjustments necessary to convert the results of operations at the end of the yearon a budgetary basis
to a GAAP basis are as follows:

Special
General Revenue
Excess of revenues and other sources over (under) $ g
expenditures and other uses (budgetary basis) 258,406 34,397
Adjustments:
To adjust revenues for accruals 45,855 6,852
To adjust expenditures for accruals 10,958 8,605
Non-budgeted funds — 82,470
Excess of revenues and other sources over (under) $ 315219  $ 132,324
expenditures and other uses (GAAP basis)

C. Deficit Fund Equity

At June 30, 1998, various funds had deficit balances caused by cash overdrafts from pooled cash and
investments: these deficits are reported as due to other funds. Other deficit balances are the resuit of
accruals on the baiance sheet. '

Due to Accrual
Fund Other Funds Deficit
SPpecidal Revenue Funds
3500 - State and Federal Welfare Assistance ( 6,689 )
3520 - Title XX 4 2.182 )
3530 - Medicaid Assistance { 27,600 )
3550 - M edicaid Administration ( 1.653 )
3590 - Bureau of M otor Vehicles Comm ission { 45,175 1}
3630 - Child Welfare Services ¢ 65 )
3720 - Vocational Rehabilitation D ivision { L8991 ) ( 2,125 )
3750 -+ School Lunch { 64 )
3760 - Disability Determination Division { 1,023 ) ( 175 )
5250 - Food Service ( 1,881 )
Internal Service Funds
State Police Health Iasurance Fuad { 193 )
State Police Benefit Fund { ) 1,082 %
State Emplayee H ealth [nsurance Fund ( 1,186 )
Expendable Trust Funds
6420 - Abandoned Property Fund ( 3,788 )
6730 - Employment Security Refunds ( 3358 )
6740 - Employment Security Benefits { 2,567 )
6770 - Federal Benefit { 37 )
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ill. DETAILED NOTES ON ALL FUNDS AND ACCOUNT GROUPS
A. Deposits, Investments, and Securities Lending

The deposits with financial institutions for the primary government and its discretely presented component
units at year end were entirely insured by federai depository insurance, state depository insurance, or
collateralized securities heid by the State or by an agent in the State’s name.

investment are categorized into these three categories of credit risk: (1) Insured or registered, or
securities held by the State (or its component unit} or an agent in the State’s or unit's name. (2)
Uninsured and unregistered, with securities held by the counterparty’s trust department or agent in the
State’s or unit's name. (3) Uninsured and unregistered, with securities held by the counterpart, or by its
trust department or agent but not in the State’s or unit's name.

Blended component units which are included in the financial statements as described in Section 1(A)
account for $304.7 million of the primary government's total investments included in these totals.

Primary Government
Category Fair
4 2 3 Value

Commercial paper

Not on securities loan 5 - 3 524785 § 58989 § 583,774

On securities - 24,995 - 24,995
Corporate debt/equity securities

Not on securities loan 5,992,255 38 623,163 6,613,306

On securities - 234,047 - 234,047
Foreign bonds 5,280 - - 5,280
Repurchase agreements

Not on securities loan 674,200 160,024 622392 1,456,616

On securities - 421,027 - 421,027
US Treasury & agency obligations

Not on securities loan 3,088,934 445,170 318,715 3,852,819

On securities - 156,541 535,781 692,522
Mortgage securities 1,680,503 - - 1,680,503
Bankers acceptances - 51,361 - 51,361
Totals $ 1L44LI172 § 2,018,038 $ 2,159,040 15,618,250
Investments held by broker-dealers under securities loans

US Treasury & agency obligations 4,353,851

Corporate Bonds 177,716

Foreign Bonds 17,040

Securities lending short-term cash collateral investment pool 2,357,188
Anmuirty/investment contracts 383,641
Totals - primary government $ 22,907,686
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The categories of investments for the Significant Discretely Presented Component Units is as follows:

Significant Discretely Presented Component Units
Category Fair
1 2 3 Value

Commercial paper 5 31,744 § - % - 8 31,744
Corporate debt/equity securities

Not on securities loan 237,679 - - 237,679

On securities loan 3,073 - - 3,073
Repurchase agreements 182,781 - -- 182,781
US Treasury & agency obligations

Not on securities loan 643,671 16,170 72,048 731,889

On securities lcan 7,603 - - 7,603
Securities lending S-T non-cash collateral

investment pool 24,309 - - 24,309
Totals g 1,130,860 $ 16,170 § 72,048 1,219,078
Investments heid by broker-dealers under securities loans

Corporate bonds 9,318

US Treasury & agency obligations 263,744

Securities lending short-term cash collateral investreent pool 279,378
Investments held by broker-dealers under reverse repurchase agreements

US Treasury & agency obligations 172,250
Pooled mortgage loans 109,998
Totals - significant discretely presented component units 3 2,053,766

L bt st

State statutes and policies permit the State to lend securities to broker-dealers and other entities
(borrowers) for collateral with a simultaneous agreement to return the collateral for the same securities
in the future. The State’s custodial banks manage the securities lending programs and receive securities
or cash as coliateral. The types of securities lent during the year may include U.S. Treasury and agency
obligations, corporate bonds/notes, and foreign bonds. Collateral securities and cash are initially pledged
at 102 percent of the market vaiue of the securities lent. Generally, there are no restrictions on the
amount of assets that can be lent at one time, except for the Public Employees Retirement Fund and the
State Teachers Retirement Fund which allow no more than 40% be lent at one time. The collateral
securities cannot be pledged or sold by the State uniess the borrower defaults, but cash collateral may
be invested. At year-end, the State had no credit risk exposure to a borrowers because the amount the
State owes the borrowers exceed the amounts the borrowers owe the State. Cash collateral is generally
invested in securities of a longer term with the mismatch of maturities generally 0-15 days. The contracts
with the State's custodians requires them to indemnify the funds if the borrowers fail to return the
securities (and if the collateral is inadequate to replace the securities lent) or fail to pay the funds for
income distributions by the securities’ issuers while the securities are on loan.
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B. Interfund Receivables and Payables

The composition of interfund balances as of June 30, 1998 is as follows:

Receivable Foad Fund T Payable Fund Fund Type Amonnt
Due From/t{o UTher Fuads
Teachers Retirem ent PT PERF PT 5 2.884
State Lottery Com mission ENT 7,500
PERF PT Police & Firefighters Pension PT 708
Exzcise & Conscrvation Pension PT 149
Judpges Retirement PT 170
Teachers Retirement PT 3,205
Prosecuting A itorneys PT 90
Legislators’ - Defined Benefit PT 89
State Em ployees' Death Benefits Fund INT 52
Public Em ptoyees' FICA (6540) EXPT 20
Pension Relief (6590) SPRYV 39
Other SPRY 34
Administration Services Revoiving INT General Fund GEN 1,711
Teachers' Retiremen: PT 48
PERF BT 33
County Welfare Admin. (2100) SPRV 840
Motor Vehicle Highway (3010} SPRYV 383
Fish & Wildlife (3420} SPRYV 20
State & Federal Welfare Assistance (3500) SPRV 1
Title IV-D (3510) SPRY 295
Title XX (35200 SPRV 1
Welfare Work [ncentive (3560) SPRY 106
BM YV Comm ission(3590) SPRV 31
U.S. Public Health Service (36t0) SPRYV 40
Child Welfare Services (3630) SPRV 150
Criminal Justice Plaaning (3680) SPRV 2
Vocational Rehabilitation (3720) SPRV 42
Disability Determ ination (3760} SPRV 32
State Highway Department (3000) SPRYV 194
Patiears’ C om pensation (6020) SPRV 2
Employment Security (6710) EXPT 491
Institutional {ndustries (5150) INT L3
Other SPRYV 400
General Fund GEN Perkins V ocational Education (2330) SPRYV 708
M cdicaid A dm inistration (3550) SPRY 662
Crim inai Justice Planaing (3630) SPRV 243
Vocational Rehabilitation Division (3720) SPRYV 1.09¢
School Lunch (3750} SPRYV 1.626
Disability Determ ination (3760) SPRY 1,024
Employment Security Adm inistration (67100 SPRV 2,882
Other SPRV 11,808
Adm inistration Servies Revolving INT 3.737
Employment Security Benefit (6740) EXPT 2,567
Federal Benefit (6770) EXPT 37
Industries and Farms INT General Fund GEN 1,436
Couaty Welfare A dm inistrziton (2100) SPRYV 66
Motor Vehicle Highway (3010} SPRY 1.014
Fish & Wildlife (3420) SPRV 17
State & Federal Welfare Assistance (3500} SPRYV 3
Vocational Rehabilitation Division (3720) SPRV 1
Disability Determ ination (3760) SPRV 1
M exntal lnstitutions (3890) SPRY 3
State Highway Deparun ent (4000) SPRV 76
Qther SPRYV 197
U.S. Public Health Servcie (3610) SPRV  Wastewater Revolving Fund SPRV 420
Build Indiana Fund (3830) CPp State Lottery Com mission ENT 45,517
Pension Relief (5590) SPRY  State Lottery Com m ission ENT 2.500
Police & Firefighters' Pension pPT 342
Motar Vehicle Highway Fund ( 3010) SPRYV Administration Servies Revalving INT 4,071
Other SPRYV Administration Servies Revolviag INT 573
ITFA - Airport Facilities DS ITFA - Alirport Facilites (0 ther) SPRYV 2.944
[TFA - Aviation Technology DS ITFA - Aviation Technology (Other) SPRYV 3ts
Totat Due to/from other funds 3 105,
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Interfund receivable/payabile:

Toll Bridges ENT  Interstate Bridge (6330) cr 3 365
Motor Vehicle Highway (3010) SPRY BMY Commission({3590) SPRV 43,146
Environmentat Management {3240) SPRV  Qther SPRV 388
General Fund GEN  Other SPRV 2.756
Total Interfund receivable/payable ¥ 41155
Advances to/from other funds:
[meerstate Bridge cp Toll Bridges ENT 3 2312
Recreational Development Commission INT Inns & Concessions ENT 484
Other SPRV  Recreational Development Commission  INT 500
Total T 31%
GEN = General fund CP = Capital projects EXPT = Expendable trust
SPRV = Special revenue ENT = Enterprise AGY = Agency
DS = Debt service INT = Internal service PT - Pension Trust

C. Taxes Receivable/Tax Refunds Payable

Taxes Receivable/Tax Refunds Payable as of year end, including the applicable allowances for
uncollectible accounts, are as follows:

Special Capital
General Revenue Projects Total

Sales taxes 3 167,925 § 114,173 % - 3 282,098
Individual income taxes 312,723 - - 312,723
Corporate taxes 37,807 - - 37,807
Motor fuel taxes - 9,503 - 9,503
Gasoline taxes - 40,640 - 40,640
Alcoholic beverage taxes 1,258 - 1,444 2,702
Motor carrier surcharge taxes - 975 - 975

Total receivables $ 519,713 § 165,291 § 1,444 § 686,448
Tax refunds payable $ 25641 8 8333 § ‘ - $ 33,974
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D. Fixed Assets

Activity in the general fixed assets account group for the State for the year ended June 30, 1998, was
as foilows. Figures include assets with an individual cost of $5,000 or more. Infrastructure assets are

not included.

‘Balance Balance
July 1, June 30,
As Restated Additions Retirements 1998
Land 3 128,959 $ 7 3 216 S 128,750
Buildings and improvements 1,030,577 1,701 23,282 1,008,996
Furniture, machinery and
equipment 348,541 13,415 33,502 328,454
Total general fixed assets s 1,508,077 S 15,123 § 57,000 3 1,466,200

The following is a summary of proprietary fund type fixed assets at June 30, 1998. Infrastructure assets
are included as they are presented on the respective balance sheets.

Internal
Enterprise Service
Funds Funds
Buildings, land and improvements 3 560,497 3 537,341
Furniture, machinery and equipment 43,183 35,035
Less: accumulated depreciation (387,141) (101,152)
Construction in progress 1,618 30,785
Totals s 218,157 § 502,009

Fixed assets of the significant discretely presented component units include $2,441 million for Indiana
University, less accumulated depreciation of $1,123.5 million; $1,443.3 million for Purdue University, less
accumulated depreciation of $627.8 miltion.
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E. Leases
Operating Leases

The State leases building and office facilities and other equipment under noncancelable operating leases.
Total costs for such leases with aggregate payments of $5,000 or more were $29.4 million for the year
ended June 30, 1898. The future minimum lease payments (excluding executory costs) for these leases
are as follows:

Year Ending June 30, Amount
1999 s 29,715
2000 24,701
2001 16,998
2002 9,195
2003 5,325
Thereafter 46,774
Total L3 132,708

Capital Leases

The State has entered into various lease agreements with aggregate payments of $5,000 or more to
finance the acquisition of buildings, land and equipment. These lease agreements qualify as capital
leases for accounting purposes and, therefore, have been recorded at the present value of the future
minimum lease payments as of the inception date in the generai fixed assets account group. The related
lease obligations are reported in the general long term debt account group.

The assets acquired during the year through capital leases with aggregate payments of $5,000 or more
are as follows:

General Fixed Proprietary
Assets Funds
Machinery and equipment $ 2,437 % 560
Less: Accumulated depreciation - 112
Total $ 2437 8§ 448
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The future minimum lease obligations and the net present value of these minimum lease payments as
of June 30, 1998, were as follows:

General
Year Ending Long-term Proprietary
June 30 Debt Funds

1999 S 2,008 $ 1,115

2000 1,225 328

2001 634 169

2002 320 133

2003 250 7

Thereafter 500 -

Total minimum lease paymeants 4,937 1,752
Less:

Amount representing interest 524 144

Amount representing executory costs - -

Present value of net minimum lease payments $ 4413 § 1.608

Purdue University, a significant discretely presented component unit, also is the lessee for capital leases
totaling $52.9 million, of which $17 million represents interest; Indiana University's liability for capital
leases is $2.1 million, of which $.5 million represents interest.

F. Long-term Debt

Revenue Bonds. Revenue bonds are issued by entities established by statute as corporate and palitic
units with the separate legal authority to finance certain essential governmental functions. income from
the acquired or constructed assets is used to pay debt service.

Long-term debt of the general long-term debt account group consists of revenue bond obligations of the
Indiana Transportation Finance Authority Highway Revenue Bonds, Airport Facility Bonds, and Aviation
Technology Bonds. Long-term debt of the proprietary funds represents revenue bonds issued by the
State Office Building Commission, the Recreational Development Commission, and the Indiana
Transportation Finance Authority Toll Roads. These entities have been established by statute as
corporate and politic units with the separate legal authority to finance certain essential governmental
functions. '

Other long term obligations of the general long term debt account group include capital lease obiigations
of governmental funds as presented in Section IlI(E), compensated absence obligations, litigation
liabilities, and net pension obiigations.

General Long-Term Debt Account Group:

indiana Transportation Finance Authority Highway Revenue Bonds — In 1988 the Transportation Finance
Authority was granted the power to construct, acquire, reconstruct, improve and extend Indiana
highways, bridges, streets and roads (other than the East-West Toll Road) from proceeds of highway
revenue bonds issued by the Authority. The bonds are paid solely from and secured exclusively by the
pledge of revenues from leases to the Indiana Department of Transportation of completed highway
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revenue bond projects. On March 26, 1993, the Authority refunded a portion of their 1988A & B Series
Bonds. The amount of defeased debt stilt outstanding, but removed from the General Long-Term Debt
Account Group as of June 30, 1998, was $100.9 million.

On December 11, 1996, the Indiana Transportation Finance Authority issued Highway Refunding Bonds
Series 19968 in the amount of $27,110,000 with interest rates from 3.85% to 6%. The refunding debt
was used to refund the Series 1992A bonds. A portion of the proceeds was deposited in an escrow fund.
As of June 30, 1998, the amount of defeased debt still outstanding but removed from the Generai Long
Term Debt Group was $24.8 million.

Airport Faciliies Revenue Bonds — On February 11, 1992, the Transportation Finance Authority issued
bonds in the principal amount of $201.3 million. Additionally, Series 1995A parity bonds in the amount
of $29.7 million were issued May 15, 1995. The bonds were issued to finance certain improvements
related to the United Airlines maintenance facility at Indianapolis intermational Airport. These bonds are
payable from rental revenues as may be appropriated by the Indiana General Assembly for that purpose.

On December 1, 1996, the Authority issued Airport Facilities Lease Revenue Refund Bonds Series 1996A
in the amount of $137,790,000 with interest rates from 4.5% to 6%. A portion of the proceeds was
depaosited in an escrow fund to refund a portion of the 1992 issue. The amount of defeased debt still
outstanding but removed from the General Long Term Debt Account Group at June 30, 1998 was
$127,035,000.

Aviation Technology Center Lease Bonds, Series A - On November 1, 1992, The Indiana Transportation
Finance Authority issued Aviation Technology Center Lease Bonds - Series A, in the principal amount
of $11.6 miilion. As of June 30, 1998, the bonds outstanding were $10.6 million. These bonds were
issued to finance the costs of construction and equipping a new aviation technology center at Indianapolis
International Airport. These bonds are payable from lease revenues as may be appropriated from the
Indiana General Assembly for that purpose.

Proprietary Funds:

indiana State Office Building Commission — Beginning in 1986, the State Office Building Commission has
issued revenue bonds to provide funds for the design and construction of two state parking garages, the
Indiana Government Center South, and the renovation of the Indiana Government Center North. Bonds
have also been issued o fund the acquisition, design, construction and equipping of certain correctional
facilites. These bonds will be repaid by rental charges paid by the State for use of the buildings. When
the bonds are paid in full, the buildings and land will be deeded back to the.State of Indiana.

On September 8, 1993, the Commission issued $178.4 million in advance refunding Capital Complex
Revenue Bonds (Series 1993 A, B and C Bonds). This series of bonds was issued to fully refund in
advance of their stated maturity dates certain Capital Complex Revenue Bonds from the 1986, 1987,
1988 and 1990 A, B and C Series. On January 1, 1998, Facilities Revenue Refinance Bonds Series
1998A in the amount of $93 million with interest rates from 3.9% to 5.125% were issued to fully refund
in advance of their stated maturity dates the 1991 Series Bonds. The aggregate difference in debt
service between the refunded debt and the refunding debt was $895,507. The net proceeds were used
to purchase U.S Government securities which were deposited in an irrevocable trust with an escrow
agent to provide for all future debt service for the refunded bonds. The Commission obtained an
economic gain of approximately $6,100,000. At June 30, 1998, the Commission had a total of $308.6
million defeased bonds outstanding.

Recreational Development Commission — In 1987 and 1990 revenue bonds were issued to provide funds
to renovate and equip Abe Martin Lodge and Turkey Run Inn and to construct cabins at Harmonie and
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Whitewater State Parks. Lease agreements with the Indiana Department of Natural Resources State
Park Inns will repay the bond issues in 20 years; the buildings and land will then be deeded back to the
State of [ndiana.

In 1994, the Commission executed three Escrow Deposit Agreements with bank trustees for the purpose
of refunding revenue debentures issued in 1987 and 1990. A portion of the proceeds from the 13944
Revenue Bonds was used to fund the redemption. As of June 30, 1998 the amount of defeased debt
stilt outstanding was $3.3 miiilion.

On January 1, 1997, the Commission issued $6.6 million of Series 1997 Revenue Bonds with interest
rates from 4% to 5.35% to finance a golf course at Ft. Harrison State Park.

indiana Transportation Finance Authority Toll Roads - As a part of the Transportation Finance Authority,
the East-West Toll Road component unit issued revenue refunding bonds in 1985 and 1987 for the early
redemption of previous bond issues. Revenues from the toll road and restaurant concessions are used
to repay these bond issues. At June 30, 1998, the principal amount of defeased debt outstanding was
$369.7 mitlion.

In October 1993, the Authority issued $76 million of Indiana Transportation Finance Authority Taxable
Toll Road Lease Revenue Refunding Bonds, Series 1993 to provide resources to purchase U.S.
government securities that were placed in an irrevocable trust for the purpose of generating resources
for ail future debt service payments of a portion of the outstanding 1985 Series. At June 30, 1998, the
principal amount of defeased debt outstanding was $67 million.

During October 1996, the Authority issued $134.8 million of Series 1996 Revenue Refunding Bonds with
interest rates from 3.9% to 6.5%. The proceeds were placed in trust for the purpose of generating
resources for future dent service payments on the Series 1987 Bonds. At June 30, 1998, the amount
of Series 1887 bonds outstanding but removed from the General Long Term Debt Account Group was
$127.1 million.

Revenue bonds outstanding at June 30, 1998 (less unamortized discount of $36.5 miilion) are as follows.

Purpose Interest Rates Amount

General Long-Term Debt Account Group

Highway construction and improvement 1.85-7.25% 3 314,694
Aviation technoiogy center construction 4.90-6.50% 10,605
Airport facility construction 4.50-6.87% 232,905
Proprietary Funds

Construction and renovation of state buildings 2.75-7.40% by 489,500
Renovation of state parks 4.00-6.13% 24,734
Acquisition, construction of toll roads 3.90-9.50% 257,585
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Revenue bond debt service requirements to maturity, including $906.5 million of interest, are as follows.

General Long-
Fiscal Year Ending Proprietary Term Debt

June 30, Funds Account Group Total
1999 $ 62,762 $ 455965 § 108,727
2000 66,037 46,305 112,342
2001 66,071 46,657 112,728
2002 31,146 47,738 78,384
2003 34,128 48,121 82,249

Thereafter 987,759 711,157 1,698,916
Toral $ 1,247.903 § 045943 § 2,193,846

Changes in Long-Term Liabilities: During the year ended June 30, 1998, the following changes occurred
in liabilities reported in the generai long-term debt account group.

Balance
July 1, 1997 Accretions & Balance
As Restated Additions Reductions June 30, 1998
Compensated absences s 90,204 $ 55,856 % 52,576 3 93,484
Revenue bond debt 570,288 2,721 14,805 558,204
Litigation liabilities 487 - 487 -
Net pension obligation - 3,889 - 3,889
Capital leases 5,733 2,437 3,757 4,413
Totals S 666,712 § _ 64,903 § 71,625 $ 659,990

The addition to the GLTDAG balance for revenue bond debt represents an accretion of principal on
Capital Appreciation Bonds.

Discretely Presented Component Units:
Long-Term Debt of the Significant Discretely Presented Component Units is as follows:

indiana Housing Finance Authority - in 1978, the Indiana Housing Finance Authority was granted the
power to issue bonds for the purpose of financing residential housing for persons and famifies of low and
moderate incomes. These bends are speciat obligations of the authority and are payabie salely from the
revenues and assets pledged. Various series of bonds have been issued with an original amount of
$1,425.1 million, and interest rates ranging from 3.35% to 13.12%. In February 1993, under the
encouragement of the U.S. Department of Housing and Urban Development, the authority issued the
1993 Series A Multi-Unit Mortgage Program Bonds in the amount of $8.9 million with interest rates
ranging from 3.7% to 6.7% as a current refunding to refinance its 1982 Series A bonds.

During 1993 the Authority used three bank loans to redeem bonds in the 1983A, B, and C Series and

the 1984A and B Series Single Family Mortgage Indenture Series; the principal amount of these lcans
totalled $31.8 million.
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The Authority exercised its option to redeem all of the 1980 Single Family Indenture and the 1984C
Series Serial and Term bonds on January 1, 1995. There were no gains on the sale of securities directly
associated with this optional redemption. The proceeds for this transaction were generated by a
combination of cash and reserves heid within the 1984C and excess cash reserved from uncommitted
funds within the parity indenture.

During 1895, the Authority exercised its option to redeem all of the 1980 Single Family 1985 A and 1985
B serial and term bonds, with no gain on the transactions. The redemption was accomplished in
conjunction with the issuance of Single Family Mortgage Revenue Serial and Term Bonds Series A, B,
C and D totaling $149.8 million, with interest rates from 3.85% to 6.6% and a maturity range of 32 years.

During 1997, the Authority redeemed the remaining outstanding bonds on the Single Family Mortgage
Program Fund Series 1986 B and 1987 A and the GNMA Single Family Mortgage Program Fund Series
1980 A through optional redemptions and received a premium of $146,000. The bond redemptions
resulted in write-offs of unamortized discount and deferred debt issuance costs related to the redeemed
bonds.

The Indiana Bond Bank — The Bond Bank is authorized to buy and sell securities for the purpose of
providing funds to Indiana qualified entities. Total outstanding debt as of June 30, 1998, was $979
million. The Bond Bank has, in the past, issued bonds to provide resources to be placed in trust for the
payment of future debt services. In fiscai 1998, Special Program Bonds Series 1991B were defeased
in conjunction with issuance of the Special Program Refunding Bonds Series 1998A in the amount of
$10.8 miillion with rates from 3.7% to 4.75%. The proceeds from the sale were piaced in trust to satisfy
the scheduled principal and interest payments of this series. The aggregate difference in debt service
between the refunded debt and the refunding debt was $1,260,000. No gain or loss was recognized on
the transaction. At June 30, 1998, the total amount of defeased debt outstanding was $86.8 million.

Colleges and Universities — Both Indiana University and Purdue University are authorized by acts of the
indiana General Assembiy to issue bonds for the purposes of financing construction of student union
buildings, halls of music and housing, athletic, parking, hospitai, academic facilities and utility systems.
The outstanding long-term bonded indebtedness at June 30, 1998 was $549.4 million with interest rates
ranging from 2.75% to 7.75% for Indiana University and $338.9 million at 2.6% to 9.5% for Purdue
University.

On March 2, 1998, Indiana University defeased Housing Bonds in the amount of $7.358,000. The
aggregate difference in debt service between the refunded debt and the refunding debt was $106,586.
The defeasance resulted in an economic gain of $61,734. The total amount of defeased debt outstanding
at June 30, 1998 was $100 million.

On January 26, 1998, Purdue University refunded Student Fee Bonds Series B and D with the issuance
of Series N bonds in the amount of $68,950,000 with interest rates from 3.55% t0 5.5%. The proceeds

was $153.7 million.
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G. Contributed Capital

The changes in contributed capital for proprietary funds were as follows:

Administration State Office
Inns and Institutional Services Building
Concessions Industries Revolving Commission Total

Beginning balance.

contributed capital s 7858 S 2878 $ 950 § 9081 S 27,707
Contributing sources:

General fund - - - - -

General fixed assets 13 - - - 13
Return of capital: - - - - -
Ending balance,

contributed capital 7871 % 8378 3 990 $

H. Reserves

Reserved fund balances/retained earnings are as foliows:

Non-
Special Debt Capital Internal Expendable
General Revenue Service Projects Enterprise Service Trust
Reserved/Restricted for: Fund Fund Fund Fund Fund Fund Fuad Total

Tuition support § 240,000 S - 3 -~ 8 - 3 - - 3 -~ § 240000
Encumbrances 59,593 770,934 - 18,687 - - - 849,214
Advances - 500 -- 2312 - 484 - 3,296
[IKCI'EOVCMEMI loans 11,442 188,445 - 6,565 - - 283,168 489,620
Debt service - - 7,833 - - - - 7,833
Special purposes - - - - 30,374 - - 30,374
§ 311,035 § 959879 § 7833 § 27564 § 30,374 3 434 $ 283,168 § 1620337

Significant discretely presented component units include a reserve for endowments of $664.9 million for
colleges and universities, and a reserve for encumbrances of $2.8 million for the Development Finance
Authority.
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. Restatements and Reclassifications

For the fiscal year ended June 30, 1998, certain changes have been made to the financial statements
to more appropriately reflect financial activity of the State of Indiana. The following scheduie presents
a summary of restated beginning balances by fund type. The majority of prior period adjustments were
due to the implementation of GASB 31. The other prior period adjustments are errors not individually
material to the financiai statements.

Prior Balance
Jupe 30, 1997 Period July 1, 1997
As Reported Adjustirents As Restated

Fund Balances:

General Fund 2,955,474 1,506 21,956,980
Special Revenue 1,650,552 3,230 1,653,782
Emterprise 109,099 (636) 108,463
Internal Service 34,198 1,871 36,069
Pension Trust 11,506,659 (100) 11,506,559
Agency 575,330 (5,837) 569,493

The indiana Bond Bank's beginning retained eamings of $58.5 million was restated from the prior year's
$6.7 million. Colleges and Universities beginning fund balance was restated from $3,118.8 million to
$3,376.7 million. This restatement was due to prior period adjustments.

IV. OTHER INFORMATION
A. Risk Management

The State of Indiana is exposed to various risks of loss. This includes damage to property owned by the
agencies, personal injury or property damage liabilities incurred by a State officer, agent or employee,
errors, omissions and theft by employees, certain employee health benefits, employee death benefits,
and unemployment and worker's compensation costs for State employees.

The State's policy is generally not to purchase commercial insurance for the risk losses to which it is
exposed. Instead, the State records as an expenditure any loss as the liability is incurred or replacement
items are purchased. The State does purchase a limited amount of insurance to limit the exposure to
errors, omissions, and theft by employees.

The State does have risk financing activity for the state employees’ disability, state empioyees’ death
benefits, certain state employees’ heaith benefits, and certain health, disability and death benefits for
State Police officers. These are reported in five individual Internal Service Funds. The state employees’
disability program is financed partially by state employees through payrall withholdings and by the funds
from which employees are paid. The employees’ death benefits are financed through a charge to each
fund with payroll expenditures. The charge is a percentage of gross pay. The employees’ health
benefits and the State Police traditional health plan are funded by the employees who have selected
certain health care benefit packages and the funds from which those empioyees are paid. (An insurance
carrier does provide claims administration services for the health insurance programs.) The State Police
benefit fund is financed by statutory appropriations and certain witness fees.
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Located below is the table of ctaim liabilities. The liabilities are not maintained in the accounting records
of the State. Total claims liability incurred but not reported for the disability program is not reasonably
estimabie. The liabilities only include the amounts required for current payments on claims that have
been reported. The claim liabilities for the two heaith insurance programs were estimated based on the
historical experience rate of claims paid that were for service dates incurred during a prior fiscal year.
The liability for employee death benefit is based on claims submitted and paid during July for liabilities
incurred prior to June 30. The liability of the State Police penefit fund was based on an estimate of the
minimum liability of disability payments. Claims expenses and liabilities were not reasonably estimable
for death benefits.

1998 1997
Unpaid Claims, Beginning of Year $ 9688 3 9,751
Incurred Claims and Changes in Estimates 77.574 75,018
Claims Paid (75,839) (75,081)
Unpaid Claims. End of Year $ 11423 S 9,688

The trustees of Indiana University and Purdue University have chosen to assume a portion of the risk of
loss for their respective institutions. Each university is exposed to various risks of loss related to torts;
theft of, damage to, or destruction of assets; errors or omissions; job-related ilinesses or injuries to
employees; heaith and other medical benefits provided to employees and their dependents. The
universities individuaily handle these risks of loss through combinations of risk retention and commercial
insurance. The amount of settlements did not exceed insurance coverage in the past three fiscal years.
At June 30, 1998, the combined estimated unpaid health care claims totaled $26.8 million.

B. Segment Information - Enterprise Funds

The State of indiana has five enterprise funds, which are intended to be self-supporting through user fees
charged for services to the public. The Inns and Concessions provide lodging and dining throughout the
year for state park tourists. The Toll Bridges collect fees for the repayment of construction costs and to
provide maintenance of the bridges. The Toll Roads collect fees for repayment of road construction and
maintenance of roads. The State Lottery Commission provides money for various pension and
educational funds, as well as for local building projects. The Residual Malpractice Insurance Authority
provides medical malpractice insurance for those who cannot get coverage.
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included below is segment information for enterprise funds for the fiscal year ended June 30, 1998.

Inns State Malpractice
and Toll Toll Lottery Insurance
Concessions Bridges Roads Commission Authority Total

Operating reverue L1 14921 § 79 § 84953 § 648,162 § 1309 § 750,141
Depreciation & Amortization 495 207 9.689 1,141 - 11,332
Operating income (loss) 26 203 35,737 186,338 (72D 221,583
Operating transfers (out) - - - (191.519) - (191.519)
Net income 114 186 18,903 3,959 179 23,341
Current capital contributions 13 - - - - 13
Fixed asset additions 62,359 - 9,639 776 - 72,774
Netr working capirtal 841 2923 165,638 47,473 3,125 220,000
Total assets 12,739 3,666 392,076 175,457 15,271 399,209
Bonds payable - - 257,585 - - 257,585
Total equity 8,086 1,317 117,591 9,556 3,125 139,675

C. Year 2000 Compliance

The year 2000 issue will affect the following systems which are an integral part of the State of Indiana’s
operations:

Computer systems software

Computer systems hardware

Computer applications systems
Telephone systems

Security systems

Prisoner detention or monitoring systems
Heating and Cooling systems

Traffic control systems

Elevators

Global Positioning System Receivers
Interfaces with Vendor systems and information

The State of Indiana has committed approximately $77 million in total for this project.
The following stages have been identified as necessary to implement a year 2000 compliant system.

The Awareness Stage encompasses estabiishing a budget and project plan for dealing with the year
2000 issue.

The Assessment Stage is when the organization begins the actual process of identifying all of its systems
and individual components of the systems. An organization may decide to review ali system components
for the year 2000 compliance or, through a risk analysis, identify only mission - critical systems to check
for compliance.

The Remediation Stage is when the organization actually make changes to systems. This stage deals
primarily with the technical issues of converting existing systems, or switching to complaint systems.
During this stage, decisions are made on how to make the systems or processes year 2000 compliant,
and the required system changes are made.



The Validation/Testing Stage is when the organization determines that no errors were introduced during
the conversion process. The development of test data and test scripts, the running of test scripts, and
the review of test results are crucial for this stage of the conversion process to be successful. If the
testing results show anomalies, the tested area needs to be corrected and retested.

Currently, the majority of the State of Indiana's mission critical systems are in the Remediation and
Validation/Testing Stages.

Because of the unprecedented nature of the year 2000 issue, its effects and the success of related
remediation efforts will not be fully determinable until the year 2000 and thereafter. Management cannot
assure that the State of Indiana is or will be year 2000 ready, that the State’s remediation efforts will be
successful in whole or in part, or that the parties with whom the State does business will be year 2000
ready.

D. Subsequent Events

In July 1998, the {ndiana Bond Bank issued Advanced Funding Program Series 19988 bonds totaling
$3.1 million and State Wastewater Bonds Series 1998A totaling $90 million.

The Indiana Transportation Finance Authority issued Highway Revenue Bonds Series 1998 on July 8,
1998 in the amount of $175.4 million. These bonds will serve to finance the acquisition, construction and
reconstruction of certain Indiana highway, roads, bridges and streets as the first phase of a major
highway improvement project initiative known as the “Crossroads 2000 Program.”

E. Contingencies and Commitments

Litigation. The indiana Attorney General's office is currently handling the following cases which could
result in significant liabilities to the State.

On July 26, 1993, a lawsuit was filed in Marion Circuit Court alleging that the State has failed to pay
certain similarly classified State employees at equal rates of pay. The plaintiffs seek class action status.
The relief sought includes damages in an unspecified amount, as well as injunctive relief. The State has
filed a motion to dismiss for failure to exhaust administrative remedies. The motion was denied by the
trial court, but the denial is being appeated. During fiscal year 1995, a similar action was filed in the
Marion Superior Court. This matter is still pending, and if the State were ultimately unsuccessful, the
loss wouid be in excess of $15 million.

In a lawsuit filed against the State on January 19, 1993, the Marion County Superior Court invalidated
the portion of the Medicaid disability standard that previously permitted the State to ignore applicants’
inability to pay for medical treatment that would lead to improvement in their medical condition. The
Court of Appeals affirmed the decision and a petition for rehearing is pending. If unsuccessful in this
litigation, the State would forfeit savings of up to $30 miliicn.

Federal Grants. The State has received federal grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate expenditure

disallowances under the terms of the grants, it is believed that any required reimbursements will not be
material.

Construction Commitments. As of June 30, 1998, the Indiana Transportation Finance Authority Highway
Bonds, which are included in the financial reporting entity of the State of Indiana as a special revenue
fund, had no commitments for unfinished highway construction projects.



F. Other Revenue

Other revenue represents revenue received which cannot accurately be included with any of the other
revenue sources. In most cases, the amount of "other revenue” received by a fund is insignificant in
comparison with total revenues received. For those funds which contain only "other” revenues, amounts
represent refunds of prior year expenditures. These refunds are accounted for as "other” revenues in
order to prevent the improper supplementation of current year appropriations.

G. Economic Stabilization Fund

In 1982 the Indiana General Assembly adopted Indiana Code 4-10-18, which established the
Counter-Cyclical Revenue and Economic Stabilization Fund ("Rainy Day Fund"). This fund was
established to assist in stabilizing revenue during periods of economic recession and is accounted for
within the State general fund.

Each year the State Budget Director determines calendar year Adjusted Personal Income (AP1) for the
State and its growth rate over the previous year, using a formula determined by the legislature. In
general, monies are depasited automatically into the Rainy Day Fund if the growth rate in AP! exceeds
2%; monies are removed automatically from the Rainy Day Fund if AP declines by more than 2%. Al
eamnings from the investments of the Rainy Day Fund remain in the Rainy Day Fund. If the balance in
the fund at the end of the fiscal year exceeds 7% of total general fund revenues for the same period, the
excess is transferred from the Rainy Day Fund into the Property Tax Replacement Fund.

Loans can be made from the Rainy Day Fund to local units of government for specific purposes. The
aggregate amount of loans authorized by the General Assembly totaled $55.3 mitlion; outstanding loans
at the end of fiscal year 1997 totaled $1.8 million. The Rainy Day Fund cash and investment balance at
the end of fiscal year 1998 was $493.1 million. Totai outstanding loans were $1.4 million, resulting in
total assets of $494.5 million.

H. Deferred Compensation

The State offers its empioyees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to ail State employees and employees of certain quasi-
agencies, permits them to defer a portion of their salary until future years. The deferred compensation
is not available to empioyees unti} termination, retirement, death, or unforeseeable emergency.

All amounts of compensation deferred under the plan, all property and rights purchased with those
amounts, and all income attributable to those amounts, property, or rights are (until paid or made
available to the employee or other beneficiary) solely the property and right of the State (without being
restricted to the provisions of benefits under the plan), subject only to the claims of the State's general
creditors. Participants' rights under the plan are equal to those of general creditors of the State in an
amount equal to the fair market value of the deferred account for each participant.

The State has no liability for losses under the Plan but does have the duty of due care that would be
required of an ordinary prudent investor. The State believes it is unlikely that it will use the assets to
satisfy the claims of general creditors in the future,

In accordance with GASB Statement No. 2, plan balances have been reported at market vaiue in the
accompanying financial statements as an agency fund. These balances are as of December 31, 1997.
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{. Discretely Presanted Component Units - Condensed

Financial Statements

Balance Sheet — Major and Aggregate Nonmajor Discretely Presented Componaent Units - Proprietary and

Colleges and Universities

Assots
Current assats
Property, plant and equipment

Total assets
Liabilities
Current liabilities
Revenue bonds and notes payable

Total liabilities

Equity
Invastment in general fixed assets
Reserved fund balance
Unreserved fund balance

Total equity

Tatal llabilities and equity

Statement of Changes In Fund Balances — Major and Aggregate Nonmajor Discretely Presented C

Colleges and Universities

Revenuas and other addlitions :
Current fund revenues
Additions to plant and faciiities
Retirament of indebtednass
Other additions

Total revenues and other additions

Expenditures and other deductions :

Current fund expenditures

Expended for plant facilities and disposals

Indiana Housing Nonmajor
Indiana Purdue Bond Finance Component
University University Bank Authority Units Total

$ 842202 $ 1,657,815 § 1.077.302 3 812,509 $ 1,080,582 5,480,410
1,317,554 815,466 - 152 759,377 2,892,548

5 2 159!7'56 3 25473 281 3 1!077 302 & 812861 $ 1,849,959 8,372,958
s 276,738 3% 647,409 $ 22,738 § 2216 § 164,649 1,113,750
584.084 3158.465 979,705 707,162 531,663 3.161.079
860,822 1,005,874 1,002,443 709,378 696,312 4,274,829
840,954 472,310 - - 520,158 1,833,422
131,803 533,182 - - 22,583 687,568
326,177 461,915 74,859 103,284 £610.905 1,577,140
1,298,934 1,467,407 74,859 103,284 1,153.648 4,098,130

$ 2159756 §$ 2,473,281 § 1077302 % 812,662 § 1,849,958 8,372,958

Bond issued and issuance costs, retiremen -

Debt service requiremeants
Depreciation and amortization
Other deductions

Total expenditures and other deductions

Transfers from/to other funds

Net increasae/ {decrease) for the year

Fund balance, July 1, as restated

Fund balance, June 30

Indlana Purdue Nonmajor
Univarsity University Universities Totals
5 990.697 $ 735938 $ 550,171 §  2.276,808
89,493 112,315 69,211 271,019
68,001 145,856 27.980 241,837
713,429 479,791 336,218 1,529,438
1,881,620 1,473,800 983,580 4,319,100
938,955 881,256 673,525 2,493,736
95,504 82,263 46,718 224,483
7.975 1,505 9,080
89,940 240,915 65,276 396,31
64,190 63,965 46,793 174,948
652,931 51,821 76,819 781.671
1.841,520 1,327,895 910,634 4,080.049
- ] (307) (308}
20,100 148,004 72,639 238,743
1,278,834 1,321,403 776,482 3,376,719
§__1298834 35 1,467 407 849,121 3,615,462
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Statement of Current Fund Revenues, Expenditures and Changes in Fund Balance -
Major and Aggregate Nonmajor Discretely Presented Component Units - Colleges and Universities

Indiana Purdue Nonmajor
University University Universities Totals
Revenues: $ 1,470,600 % 940,699 3 796223 §  3,207.522
Expenditures: 1,413,995 875,334 745.215 3,034,544
Excess of ravenue over {under)
expenditures: 56,605 65,165 51,008 172,978
Other financing sources {uses): {59.376) (51.,346) {41,715) (152,437)
Excess of revenues and
Other sources over {under)
expenditures and other uses: {2,771} 14,019 9,293 20,541
Fund balance, July 1, as restatad 213,292 273,453 120,172 606,917
Fund balance, June 30 35 210,521 § 287,472 § 129465 § 627,458

Statement of Revenues, Expensas and Changes in Retained Eamings/Equity -
Major and Aggragate Nonmajor Discretely Presented Component Units - Propristary Fund

Indiana Housing Nonmajor
Bond Financa Component
Bank Authority Units Totals
Operating revenues 5 284 § 43,583 $ 24,522 % 68,389
Operating expensas:
Depreciation 2,848 922 28 3,798
Other 872 5,138 14,668 20,678
Totat operating expenses 3,720 6.060 14,696 24,476
Nonoperating revenyes (expenses): 19,820 (25.425) 11,534 5,829
Operating transfers in(out) - - (22,021) {22,021y
Net income 16,284 12,088 (661) 27,821
Retained earnings - beginning 58,478 91,186 305,186 454,847
Retained sarnings - ending s 74855 % 103,284 $ 304,525 $ 482,668
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J. Employee Retirement Systems and Plans

The State of Indiana sponsors eight pubfic employee retirement systems (PERS) that are included in the
State's financial statements as pension trust funds.

Public Emplovees' Retirement Fund

Plan Description The Public Employees’ Retirement Fund (PERF) is an agent multiple-employer defined
benefit plan administered by the Public Employees’ Retirement Fund Board of Trustees. PERF provides
retirement, disability retirement, and survivor benefits. Indiana Code 5-10.2 and 5-10.3 governs the
requirements of the Fund. The Public Employees’ Retirement Fund Board of Trustees issues a publicly
available financial report that includes financial statements and required supplementary informaticn for
the plan as a whale. That report may be obtained by writing the Public Employees Retirement Fund,
Harrison Building, Room 800, 143 West Market Street, Indianapolis, IN 46204, or by calling 317-233-
4162.

At June 30, 1997, the number of participating political subdivisions was 1032.

Funding Policy The State of Indiana and any political subdivision that elects to participate in the PERF
fund is obligated by statute to make contributions to the plan. The required employer contributions are
determined by the Board of Trustees hased on actuarial investigation and vaiuation. PERF funding poiicy
provides for periodic employer contributions at actuarially determined rates, that, expressed as
percentage of annual covered payroll, are sufficient to fund the pension portion of the retirement benefit
(normal cost), administrative expenses, and anticipated increase in the unfunded actuarial accrued
liability for the next fiscal year. in addition, employers must remit quarterly payment of the amortization
of the initial prior service cost. The amortization period is forty years for those employers whose effective
date of participation was pefore 1985. Thereafter, employers joining have the prior service cost
amortized over fifteen years.

Contributions made by or on the hehalf of members are not actuarially determined but are set by statute
at three percent (3%) of wages. These contributions are credited to the member's annuity savings
account which funds the annuity portion of the retirement benefit.

The State is required to contribute for state employees at an actuarially determined rate; the current rate
is 6.6% of covered payroll.

State Teachers' Retirement Fund

Pian Description The State Teachers' Retirement Fund (STRF), is a defined benefit, multiple-employer
cost-sharing PERS, administered by the Indiana State Teachers’ Retirement Fund Board of Trustees.
Indiana Code 21-6.1 governs the requirements of the Fund. The Indiana State Teachers’ Retirement
Fund Board of Trustees issues a publicly available financial report that includes financial statements and
required supplementary information for the plan as a whole. That report may be obtained by writing the
Indiana State Teachers' Retirement Fund, 150 West Market Street, Indianapolis, IN 46204, or by calling
317-232-3860.

At June 30, 1998, the number of participating employers was 326.
Funding Policy Each school corporation contributes the employer's share to the Fund for certified

employees employed under a federally funded program and all the certified employees hired after July
1, 1995 (post July 1, 1995 plan). The employer's share of contributions for certified personnel who are
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not employed under a federally funded program or were hired before July 1, 1998 is considered to be an
obligation of, and is paid by, the State of indiana (pre July 1, 1995 plan}). The pre Juily 1, 1395 plan is
on a "pay as you go" basis. State appropriations are made for the amount of estimated pension benefit
payouts for each fiscal year. These appropriations include revenues from the State Lottery Commission.

State Police Retirement Fund

Plan Description The State Police Retirement Fund (SPRF), is a defined benefit, single employer PERS,
and is administered by the Indiana Department of State Police. Authority is granted to the Department
by Indiana Code 10-1-1 to establish and operate an actuarially sound pension plan governed by a
pension trust and to make the necessary annual contribution in order to prevent any deterioration in the
actuarial status of the trust fund. The Department has a publicly available audit report that includes
financial statements and required supplementary information of the plan. That repart may be cbtained
by writing the Department of State Police, Roomn N340, IGC-North, Indianapoiis, IN 46204.

Funding Policy The pre-1987 pian requires empioyee contributions of five percent of the salary of a
third-year trooper. The 1987 pian applies to all officers hired after June 30, 1987. In addition, state police
officers hired prior to July 1, 1887 could eiect to be covered under this plan if the employee filed an
election with the trustee before July 1, 1989. Participants under the 1987 plan contribute six percent of
their monthly base salary.

Periodic employer contributions to the pension plan are determined on an actuarial basis using the entry
age normal actuarial cost method. Normai cost is funded on a current basis. The unfunded actuarial
accrued liability is funded over a forty year period. Periodic contributions for both ngrmal cost and the
amortization of the unfunded actuarial accrued liability are based on the level percentage of payroll
method. The funding policy for normal cost and unfunded actuarial accrued liability should provide
sufficient resources o pay employee pension benefits on a timely basis,

The State is required to contribute at an actuarially determined rate; the current rate is 21% of covered
payroll.

1977 Police Officers’ and Firefighters' Pension and Di ility Fund (PFPFE

Ptan Description The 1877 Police Officers’ and Firefighters' Pension and Disability Fund is a defined
benefit, muitiple employer cost sharing Public Employees Retirement System administered by the Public
Employees’ Retirement Fund Board of Trustees. PERF provides retirement, disability retirement, and
survivor benefits. Indiana Code 36-8-8 governs the requirements of the Fund. The Public Employees’
Retirement Fund Board of Trustees issues a publicly available financial report that includes financial
statements and required suppiementary information for the plan as a whole. That report may be obtained
by writing the Pubiic Employees Retirement Fund, Harrison Building, Room 800, 143 West Market Street,
Indianapolis, IN 46204, or by calling 317-233-4162.

At June 30, 1997, the number of participating political subdivisions was 227.

Funding Policy A participant is required by statute to contribute six percent of a first-class patrolman or
firefighter's salary for the term of their employment up to thirty-two years. Employer contributions are
determined actuarially. The funding policy mandated by statute requires quarterly remittances of member
and employer contributions based on percentages of locally established estimated salary rates, rather
than actual payroll.
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Excise Police and Conservation Enforcement Officers’ Retirement Fund

Plan Description The Excise Police and Conservation Enforcement Officers’ Retirement Fund is a single
employer defined benefit plan administered by the Board of Trustees of the Public Employees’ Retirement
Fund. The retirement fund is for employees of the Indiana Department of Natural Resources and Indiana
Alcoholic Beverage Commission who are engaged exclusively in the performance of law enforcement
duties.

The Excise Police and Conservation Enforcement Officers’ Retirement Fund provides retirement,
disability, and survivor benefits. Indiana Code 5-10-5.5 governs the requirements of the Fund., The
Public Employees’ Retirement Fund Board of Trustees issues a publicly availabie financial report that
includes financial statements and required supplementary information for the plan as a whole. That
report may be obtained by writing the Public Employees Retirement Fund, Harrison Building, Room 800,
143 West Market Street, Indianapolis, IN 46204, or by calling 317-233-4162.

Funding Policy Members are required by statute to contribute three percent of the first $8,500 of annual
saiary to the Fund. The State of Indiana, as employer, is required by statute to contribute the remaining
amount necessary to actuarially finance the coverage. The funding policy for employer contributions of
the Excise Police and Conservation Enforcement Officers’ Retirement Fund provides for biennial
appropriations authorized by the Indiana General Assembly, which when combined with anticipated
member contributions are sufficient to actuariaily fund benefits {(normai cost), amortize the unfunded
accrued liability for forty years, and prevent the state's unfunded accrued liability from increasing.

Judges' Retirgment System

Plan Description The Judges' Retirement System is a multiple-employer cost sharing, defined benefit
plan administered by the Public Employees’ Retirement Fund Board of Trustees. The Judges’ Retirement
System provides retirement, disability retirement, and survivor benefits. Coverage is for any person who
has served, is serving or shall serve as a regular judge of any of the following courts: Supreme Court
of the State of Indiana; Circuit Court of any Judicial Circuit; Indiana Tax Court; County Courts; Circuit,
Superior, Criminal, Probate, Juvenile, Municipal and County Court. IC 3-13-10.1-1 et seq. applies to
judges beginning service after August 31, 1985. Indiana Code 33-13-8 governs the requirements of the
Fund. The Public Employees’ Retiremnent Fund Board of Trustees issues a pubilicly available financial
report that includes financial statements and required supplementary information for the plan as a whole.
That report may be obtained by writing the Public Employees Retirement Fund, Harrison Building, Room
800, 143 West Market Street, Indianapoiis, IN 46204, or by calling 317-233-4162.

Eunding Policy Member contributions are established by statute at six percent of total statutory
compensation. However, no contribution is required and no such amounts shall be paid on behalf of any
participant for more than twenty-two years.

Employer contributions are determined by the Indiana General Assembly as biennial appropriations from
the State General Fund. Indiana Code 33-13-8-16(a)(1) provides that this appropriation only include
sufficient funds to cover the aggregate liability of the Fund for benefits to the end of the biennium, on an
actuarially funded basis. In addition to the Generai Fund appropriations, the statutes provide for
remittance of docket fees and court fees. These are considered employer contributions.
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Prosecuting Attormeys’ Retirement Fund

Plan Description The Prosecuting Attomeys' Retirement System is a single employer defined benefit plan
Pubiic Employees’ Retirement Fund Board of Trustees. The Prosecuting Attorneys’ Retirement Fund
provides retirement, disability retirement, and survivor benefits for individuals who serve as a prosecuting
attorney or chief deputy prosecuting attorney on or after January 1, 1990. These individuals are paid
from the General Fund of the State of Indiana. Indiana Code 33-14-9 governs the requirements of the
Fund. The Public Employees’ Retirement Fund Board of Trustees issues a publicly available financial
report that includes financial statements and required supplementary information for the plan as a whole.
That report may be obtained by writing the Public Empioyees Retirement Fund, Harrison Building, Room
800, 143 West Market Street, Indianapolis, IN 46204, or by calling 317-233-4162.

Funding Palicy Contributions made by or on the behalf of members are not actuarially determined but
are set by statute at three percent (3%) of wages. The amount required to actuarially fund participants’
retirement benefits, as determined by the Board of Trustees on the recommendations of an actuary, is
to be appropriated from the State's General Fund.

islators' Retiremen m

Plan Description The Legislators’ Retirement System is composed of two separate and distinct plans to -
provide retirement benefits to the members of the General Assembly of the State of Indiana. The
Legisiators' Defined Benefit Plan (IC 2-3.5-4), a single employer defined benefit PERS, applies to each
member of the General Assembly who was serving on April 30, 1989 and files an election under IC
2-3.5-3-1(b). The Legislators' Defined Contribution Plan (IC 2-3.5-5), a single employer defined
contribution plan applies to each member of the General Assembly who was serving April 30, 1989 and
files an election under IC 2-3.5-3-1(b), and each member of the Generai Assembly who is elected or
appointed after April 30, 1989.

The Legisiators' Defined Benefit Plan provides retirement, disability and survivor benefits. The
Legisiators' Defined Contribution Plan provides retirement and survivor benefits.

Both plans are administered by the Public Employees’ Retirement Fund Board of Trustees. The Public
Employees’ Retirement Fund Board of Trustees issues a publicly availabie financial report that includes
financial statements and required supplementary information for the plan as a whole. That report may
be obtained by writing the Public Employees Retirement Fund, Harrison Building, Room 800, 143 West
Market Street, [ndianapolis, IN 46204, or by calling 317-233-4162.

Funding Policy For the Legislators’ Defined Contribution Plan, each participant shall make contributions

of five percent of salary received for services after June 30, 1989. Contributions equal to twenty percent
of the annual salary received by each participant for services after June 30, 1988, are to made from the
biennial appropriation from the State's General Fund.

For the islators’ Define nefit Plap, the amount required by the funding policy to actuarially fund
participants' retirement benefits, as determined by the Board of Trustees on the recommendation of an
actuary, is to be appropriated from the State's General Fund.

f Significan i lici
Contributions are recognized when received with accrual adjustments at June 30, 1998. The accrual for
contributions receivable is estimated for each retirement fund on the basis that best represents that fund’s
receivable. The different basis include actual third quarter contributions received during the quarter
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ended June 30, 1998, actual contributions received in July for work days in June, or a combination of the
two. Legislators receive the majority of their pay in January and February and the contributions are
transferred on the pay dates. Therefore, no receivable is established for the legislators’ retirement funds.

Benefits paid are recognized when paid with an accrual adjustment at June 30, 1998. The accrual for
benefits payable is based on benefits due at June 30 but not paid until July. Refunds are recognized
when paid.

GASB 25 requires that investments of defined benefit plans be reported at fair value. Short-term
investments are reported at cost, which approximates fair value. Securities traded on a naticnal or
international exchange are valued at the last reported sales price at current exchange rates. Mortgages
are valued on the basis of future principal and interest payments, and are discounted at prevailing interest
rates for similar instruments. Investments that do not have an established market are reported at
estimated fair value.

The buildings purchased as investments by the Public Employees Retirement Fund (PERF) are reported
at cost as there has not been a recent independent appraisal. The buildings are immaterial to PERF’s
total investments.

PERF STRF SPRF PFPF ECRF JRS PARF LRS
State” Municipal Pre 7/1/95 Posi 7/1/95 T

Annual required contribution 79,101 100,780 484,671 23389 9251 357726 1,676 11,576 75 170
Interest on net pension obligation - - - - - - - - - -
Adjustment to annual required contribution - - .- - .- - - - - -
Annual pension cost 79,101 100,78C 484,671 23589 92351 37726 1,676 115378 275 170
Contributions made 81,585 107,719 * - 6644 37452 1,724 10659 184 201
Increase (decrease) in net pension obligation (2,484) (6,939) * * 2,607 2174 48) 917 31 31
Ner pension obligation, beginning of year -~ - - - - - - - - --
Net pension obligation, end of year (2484)  (6939) * . 2607 274 @8 917 91 (6])]
PERF = Public Employees Retirement Fund ECRF = Excise Police and Conservation Enforcement Officers' Retirement Plan
STRF = State Teachers Retirement Fund JRS = Judges Retirement System
SPRF = State Police Retirement Fund PARF = Prosecurting Attorneys Retirement Fund
PEFPF = 1977 Police Officers and Firefighters Retiremnent Fund LRS = Legislator's Retirement System

- =

Not Available

Actuarial Assumptions

PERF STRF SPRF PFPF ECRF JRS PARF LRS
[nvestment rate of return T.25% 1.50% 5.60% 6.75% 7.25% 7.25% 7.25% 1.25%
Projacted future salary increases:
Total §.00% 5.00 - 10.60% 2.60% 5.00% 5.00% 5.00% 5.00% 3.00%
Artrributed to inflation 5.00%
Cost of living adjustments 2.00%  Periodie 5.00% 3.00% 2.00% NiA NiA 2.00%

PERF = Public Employees Retirement Fund

STRF = State Teachers Retirement Fund

SPRF = Siate Police Retirement Fund

PEPF = 1977 Police Officers and Firefighters Retirement

N/A

Not Applicabie

ECRF = Excise Conservation Enforcement Officers’ Retirement Plan
JIRS = Judges Retirement System

PARE = Prosecurting Attorneys Retirement Fund

LRS = Legislator's Retirement System
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Amortization method
Remaining amortization period 40 years
Asset valuation method Market

PERF
Contribution rates:
Srtate .
Plan members 3.00%
Actuarial valuation date 07/01/97
Actuarial cost method Entry Age

PERF = Public Employees Retirement Fund
STRF = State Teachers Retirement Fund
SPRF = State Police Retirement Fund
PFPF = [977 Police Officers and Firefighters Retirement Fund LRS

* = Not Available

Eniry Age

Market

3.00%
06430197

SPRF PFPF ECRF JRS PARF LRS

211 21.60% 17.00% 45.00% 2.00% 5.00%
6.00% 6.00% 3.00% 6.00% 5.00% -

07/01/97 or/97 07/01/97 oHOLI9T7 07/01/97 07/01/97
Entry Age Entry Age Entry Age Entry Age Entry Age Accrued

Benefit

Straightdine Level % Closed Straight-line  Straight-line Straight-line  Straight-line  Straight-line Straight-tine
40 years

40 years 40 years 30 years N/A 30 years 30 years
Cost/Market  Smoothed Smoothed Smoothed Smoothed Smoothed

Market Market Market Market Market

ECRF = Excise Police and Conservation Enforcement Officers’ Retirement Plan

JRS

= Judges Retirement System

PARF = Prosecurting Attorneys Retirement Fund

= Legislator's Retirement System

PERF STRF SPRF PFPF ECRF JRS PARF LRS
State  Municipal Pre 7/1/95 Post 7/1/95
Year Ending 6/30/97 —
Annual pension cost {APC) 79,1013 100,780.0 484,670.6 23,5891 9.251.0 57,726.0 i,675.7 11,5764 2753 17¢.2
Perceatage of APC contributed  103% 107% * * 71.8% 100% 103% 92% 67% 118%
Net pension obiigation (2.4833)  (6,939.0) N/A N/A 2,607.0 2740 (48,573.0) 917.8 S0416.0 (30,431.0
Year Ending 6/30/%6
Amnnual pension cost (APC) 76,305.0 98,470.0 302,040.3 5,899.8 7,864.0 522490 1,297.9 11,376.6 242,438.0 150.4
Percentage of APC contributed  104% 1i1% o - 92.2% 101% 124% 113% 72% 132%
Net pension cbligation N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Year Ending 6/30/95
Annual pension cost (APC) d . * . 6,158.0 472920 954,739.0 10,8289 * 187,848.0
Percentage of APC contributed . . * . 60.8% 102% 103% 75% - 106%
Net pension obligation N/A N/A N/A N/A N/A N/A N/a N/A N/A N/A
PERF = Public Employees Retirement Fund ECRF = Excise Conservation Enforcement Officers’ Retirement Plan
STRF = State Teachers Retirement Fund JRS = Judges Retirement System
SPRF = State Police Retirement Fund PARF = Prosccurting Attoraeys Retirement Fund
PEPF = 1977 Police Officers and Fircfighters Retirement LRS = Legisiator's Retirement System
N/A = Not Applicable * = Not Available

53



Discretely Presented Component Units
Colleges and Universities

Substantially all permanent employees of the college and universities in the State are covered by either
the independently administered Teacher Insurance and Annuity Association (TIAA-CREF) or the Public
Employees Retirement Fund (PERF).

The TIAA-CREF plan is a defined contribution plan with contributions made to individually owned deferred
annuity contracts. This plan offers career faculty and professional staff mobility since over 5,000 colleges
and universities nationwide participate in TIAA-CREF. These are fixed contribution programs in which
the retirement benefits received are based on the contributions made plus interest and dividends.
Participants in this plan are immediately vested. Eligibility and contribution requirements for TIAA-CREF
are determined by each institution. Indiana University and Purdue University contributed $90 miilion for
11,962 participants for the year ended June 30, 1998.

Other staff employees are eligible to become members of PERF. Contributions by the institutions during
fiscal year 1998 are included in the disclosures for PERF.



REQUIRED SUPPLEMENTARY INFORMATION

STRF

State  Mupicipal  Pre 7/1/95 Post 7/1/95

PERF

Yalvation Date: July 1, 1997
Actuarial value of assets 1,447,332 1,699,981
Actuarial accrued liability (AAL) 1,465,189 1,661,044
Excess of assets over (unfunded) AAL (17,857 38,937
Funded ratio 99% 102%
-Cavered payroli * *
Excess (unfunded) AAL as a percentage

of covered payroll * *
Actuarial value of assets 1,335,189 1,549,374
Actuarial accrued liability (AAL) 1,358,810 1,568,069
Excess of assets over (unfunded) AAL  (23,621) (18,693)
Funded ratio 98% 99%
Covered payroil 1,344,361 »
Excess (unfunded) AAL as a percentage

of covered payroll {2%) *
Acmarial value of assets 1,249,865 1,457,029
Actuarial accrued liability (AAL) 1,245,331 1,480,781
Excess of assets over (unfunded) AAL 4,534 (23,752)
Funded ratio 100% 102%
Covered payroll 1,235,465 .
Excess (unfunded) AAL as a percentage

of covered payroll (0%) *

PERF = Public Employees Retirement Fund-

STRF = State Teachers Retirement Fund

SPRF = State Police Retirement Fund

PFPF = 1977 Police Officers and Firefighters Retirement Fund

ECRF = Excise Polica and Conservation Enforcement Officers' Retirement Plan

JRS = Judges Retirement System
PARF = Prosecurting Attorneys Retirement Fund
LRS = Legislator's Retirement System

* = Nor Availabie
N/A = Not Applicable

55

3,678,103 72,036
10,868,423 176,237
(7,190,320) (104,201)

34% 41%
- »
- -

3,242,032 20,587
10,283,174 47,614
(7.041,142) (27.027)

32% 43%

2,739,436 245,168

(257%)  (11%)

2,983,579  N/A

9,674,536  N/A
(6,690,957) N/A

31% N/A

2,805,823 N/A

(238%) N/A

SPRF  PFEF

240,880

279,575

(338,695)
86%
44,470

909,519

820,929
38.550
11i%

262,590

87% 34%

229.113

267,122

(38,009)
36%
43,689

785,123

704,367
80,756
111%

238,157

8%% 34%

215,820 670,084

244,334 595,806

(28.514) 74,278
88% 12%
37,359 207,987

76% 36%

ECRF JRC PARF LRS

26324 69,357 5970 3,834
38,460 150,005 9,504 5,420
(12.136) (80.648) (3,534) (1,595)
68%  46%  63%  Ti%
. 25,850 13476 3,521
= (312%)  (26%) (45%)
24079 56,759 4874 3,548
32,087 147,488 9,165 5430
(8.008) (90,729) (4.289) (1,882)
75%  38%  33%  65%
9,386 29288 11,811 3,503
(85%) (310%) (36%) (54%)
21,699 48,384  * 3,213
27209 136985 ¢ 5,387
(5,510) (88,101) * (2,174)
80%  36% » 60%
8,595 29,181 11,169 3,458
(64%)  (302%) o (63%)
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APPENDIX B

SUMMARY OF CERTAIN PROVISIONS OF
USE AND OCCUPANCY AGREEMENTS AND INDENTURE

SUMMARY OF CERTAIN PROVISIONS OF
USE AND OCCUPANCY AGREEMENTS

The following is a brief summary of certain provisions of the Use and Occupancy
Agreements. This summary does not purport to be comprehensive and is qualified ir. its entirety by
reference to the Use and Occupancy Agreements. While Additional Use and Occupancy Agreements
are required by the Indenture to contain certain of the provisions summarized herein, other
provisions may differ from those summarized herein. In addition, the terms of the existing Use and
Occupancy Agreements may be amended from time to time in any respect not inconsistent with the
provisions required in the Indenture. Certain capitalized terms used under this caption are defined
in Appendix C. See "SUMMARY OF CERTAIN PROVISIONS OF INDENTURE" and
Appendix C, "DEFINITIONS."

Term, Renewal

Under each Use and Occupancy Agreement, the Commission has covenanted to construct
and equip the Facility subject thereto and the Department of Administration has m..le certain
undertakings (other than any obligation to make rental payments thereunder) as of the execution date.
The Department of Administration's obligation to make rental payments for the Facility subject
thereto (or any phase thereof) and the term of such Use and Occupancy Agreement will commence
from and after the date of the Department of Administration's acceptance of a completion cerificate
for such Facility (or such portion thereof), in accordance with such Use and Occupancy Agreement,
and will extend through 12:01 a.m. on July 1, of the next succeeding odd numbered year. The
Department of Administration has the right to renew each Use and Occupancy Agreerient for
successive two-year periods thereafter, and the term of each Use and Occupancy Agrezment will be
deemed to have been renewed for each such two-year period unless the Department of
Administration delivers a termination notice during a specified period prior to the end of any two-
year term. In the event funds have not been appropriated or are not available to pay any sum agreed
to be paid for use and occupancy of any Facility when due, such Facility must be vacated and the
Commission may take whatever action at law or in equity that may appear necessary or desirable to
enforce its rights under the Use and Occupancy Agreement for such Facility.

Rentals
The Department of Administration is required by each Use and Occupancy Agpreement to pay

monthly rentals for the Facility subject thereto (or any phase thereof) to the Commission on or before
the tenth day of each month succeeding those months during which such Facility (or such phase
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thereof) is available for use and occupancy. Under the Act, required rental payments may not be
unjust and unreasonable considering the value of the services and facilities thereby afforded. In
determining "just and reasonable" amounts to be paid for the use and occupancy of a Facility, the Act
specifically requires the Commission to impose and collect amounts that, in the aggregate, will be
sufficient to: (a) pay the expenses of operation, maintenance and repair of the Facility, to the extent
that such expenses are not otherwise provided; and (b) leave a balance of revenues from the Facility
to pay the principal and interest (including any reserve or sinking funds) on bonds or loans as they
become due and retire such obligations at or before maturity. Rental payments under each Use and
Occupancy Agreement are required to be sufficient: (1) to provide for the payment of all expenses
to be paid by the Commission in administering the Facility subject thereto (or any phase thereof) and
in complying with the covenants of the Indenture, and all of the cost of insurance to be incurred as
an expense of the Commission for such Facility (or any phase thereof); (2) to provide for the
payment of Debt Service (as defined herein) on all Bonds allocable to such Facility (or any phase
thereof); to provide for required deposits to any debt service reserve established under a
Supplemental Indenture; and (3) to the extent authorized or permitted by law, to provide for costs
of major non-recurring maintenance, repairs, improvements, equipment and replacements for such
Facility (or any phase thereof). In the event that such Facility (or any phase thereof) is damaged or
destroyed so as to be rendered unfit for use and occupancy, rental payments will be appropriately
abated and, so long as the Commission has complied with its obligation under the Use and
Occupancy Agreement to obtain and maintain insurance on such Facility and the rental value thereof,
the resulting rental deficiency will be satisfied, for at least twelve months, out of the proceeds from
such insurance paid to and received by the Trustee for the period during which such Facility (or such
phase thereof) is unfit for use and occupancy. Under each Use and Occupancy Agreement, the
Department of Administration will be required to pay for all expenses of operation, maintenance and
repair of the Facility subject thereto, other than expenses of the Commission in administering and
maintaining insurance on such Facility. However, to the extent that funds are available in the
Replacement Reserve Fund under the Indenture, the Commission is required to pay the costs of all
major, non-recurring maintenance, repairs, improvements, equipment and replacements for such
Facility to maintain such Facility in good repair, working order and condition. Nothing in the Use
and Occupancy Agreements requires the Commission to charge, or the Department of Administration
to pay, rental payments in an amount which exceeds the amounts properly allocable to such Facility
(or a phase thereof) as a just and reasonable lease rental considering the value of the services and the
Facility (or any phase thereof) thereby afforded.

Insurance

Each Use and Occupancy Agreement requires the Commission to keep or cause the Facility
subject thereto to be insured against loss or damage by fire and other causes customarily insured
against under a standard extended coverage endorsement in an amount at least equal to the lesser of
(a) the amount sufficient to provide for the payment or redemption of all Bonds allocable to such
Facility then outstanding under the Indenture or (b) 100% of the full replacement cost of such
Facility (subject to reasonable loss-deductible provisions). The Commission is also required to
maintain in effect business interruption insurance against loss of rental income for a period of at least
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twelve months due to the damage or destruction and interruption of the use of all or a part of such
Facility for periods insured against under a standard extended coverage endorsement. In addition,
the Commission is required to use its best efforts to maintain or cause to be maintained insurance
or reserves against loss or damage from such hazards and risks to person and property as are
customary to be insured or reserved against for properties similar to such Facility.

Completion

The Commission agrees to use its best efforts to complete each Facility (and each phase
thereof) as promptly as practicable in accordance with the plans and specifications. In the event the
moneys in the Project Account and the Interest Account of the related Construction Fund (as defined
in the Indenture) are not sufficient to pay in full the cost of completing the Acquisition of the Facility
(or any phase thereof) and the interest on the allocable Bonds prior to the Commencement Date, the
Commission agrees to use its best efforts to complete the Acquisition of the F acility (and each phase
thereof), including but not limited to seeking the issuance of a Credit Note or Additional Bonds in
an amount sufficient to pay the remaining Acquisition Costs, interest prior to completion, associated
costs of issuance and required reserves.

Purchase, Assignment

Under each Use and Occupancy Agreement, the Department of Administration has an option
to purchase the Facility subject thereto at a price equal to the amount required to provide for the
payment or redemption of all outstanding Bonds allocable to such Facility, including all premiums
payable on the redemption thereof and accrued and unpaid interest thereon, all in accordance with
the Indenture, and to pay all expenses of the Commission attributable to such Facility.

The Department of Administration may not assign any interest in or any right under any Use
and Occupancy Agreement. The Department of Administration is required to cause the Department
of Correction to assign and allocate space in the Facility subject thereto. Further, the Department
of Administration may, pursuant to a form of sublease agreement previously approved in writing by
the Commission, sublet all or part of the Facility subject thereto to the Department of Correction or
any other State agency. Without (a) the prior written consent of the Commission and (b) an opinion
of nationally recognized bond counsel to the effect that a sublease of all or a portion of such Facility
to, or use of all or a portion of such Facility by, a person (natural or otherwise) will not result in a
loss of the exclusion from gross income for federal income tax purposes of interest on any Tax-
Exempt Bonds, the Department of Administration will not be permitted to sublet all or any portion
of such Facility to any such person, except for a sublease to the Department of Correction or any
other State agency. The Commission may enter into an agreement with the Department of
Administration, the Department of Correction or any State agency to manage the Facility subject
thereto, but may not enter into a management agreement with any other person (natural or otherwise)
unless, in the opinion of nationally recognized bond counsel, such agreement will not result in a loss
of the exclusion from gross income for federal income tax purposes of interest on any Tax-Exempt
Bonds.
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Tax Covenants, Appropriations

Under each Use and Occupancy Agreement, the Department of Administration covenants not
to take any action or fail to take any action with respect to the use of the Facility subject thereto that
would result in loss of the exclusion from gross income pursuant to the Code of interest paid on any
Tax-Exempt Bonds. The Department of Administration also covenants under each Use and
Occupancy Agreement to use its best efforts to obtain appropriations from the General Assembly to
meet its rental payment obligations and its operation, maintenance and repair obligations, both under
such Use and Occupancy Agreement and under all other Use and Occupancy Agreements.

Remedies

Under each Use and Occupancy Agreement, if the Department of Administration (a) fails
to pay any rent when due under such Use and Occupancy Agreement or (b) fails to observe any
covenant under such Use and Occupancy Agreement for a period of 30 days following written notice
of such violation, the Commission may terminate such Use and Occupancy Agreement and/or take
whatever action at law or in equity may appear necessary or desirable to enforce its rights. However,
in the event funds have not been appropriated or are not available to pay any sum agreed to be paid
for use and occupancy of any Facility (or any phase thereof), such Facility (or any phase thereof)
must be vacated. Notwithstanding anything in the preceding sentence to the contrary, the
Department of Administration will be obligated, under each Use and Occupancy Agreement, to make
any rental payment due under such Use and Occupancy Agreement for any period (i) during which
the Facility (or any phase thereof) is available for use and occupancy and (i) for which funds have
been appropriated by the General Assembly and are available to pay when due any sum agreed to
be paid for use and occupancy of such Facility. If the terms and conditions of any Use and
Occupancy Agreement and the amounts to be paid thereunder for use and occupancy of the Facility
subject thereto are shown to be unjust and unreasonable in light of the factors set forth in the Act,
(2) the Commission and the Department of Administration will, if authorized or permitted by law,
be required to reduce such amounts so as not to be unjust and unreasonable, or (b) , if such reduction
is not authorized or permitted by law, the Department of Administration will not be obligated to
continue to pay such amounts and will instead be required to vacate such Facility.

The Use and Occupancy Agreements contain no "cross-default” provisions. For exampie,
an event of default under Use and Occupancy Agreement No. 1 will not constitute an event of default
under Use and Occupancy Agreement No. 2 or Use and Occupancy Agreement No. 3, and vice versa.
Likewise, an event of default under any Additional Use and Occupancy Agreement will not
constitute an event of default under Use and Occupancy Agreement No. 1, Use and Occupancy
Agreement No. 2 or Use and Occupancy Agreement No. 3.



SUMMARY OF CERTAIN PROVISIONS OF INDENTURE

The following is a summary of certain provisions contained in the Indenture. This summary
does not purport to be comprehensive and is qualified in its entirety by reference to the Indenture.

Certain capitalized terms used under this caption are defined in Appendix C. See Appendix C,
"DEFINITIONS."

Creation of Funds, Accounts

The Indenture establishes the following Funds, Accounts and Subaccounts to be held by the
Trustee with respect to Facility No. 3;

1.

5.

6.

the Construction Fund for Facility No. 3 including;

(a) the Interest Account,

(b) the Credit Repayment Account,

(c) the Project Account,

(d) the Expense Account, and

(e) the Clearing Account;

the Revenue Fund for Facility No. 3;

the Operation and Maintenance Fund for Facility No. 3;

the Debt Service Fund for Facility No. 3, including a Series 1999A Account, an

Earnings Account, an Earnings Account Subaccount A, and an Eamings Account
Subaccount B;

the Replacement Reserve Fund for Facility No. 3; and

the Rebate Fund for Facility No. 3.

Similar Funds and Accounts are established under the Indenture for each Facility. In
addition, a General Fund is created for the benefit of all Series of Bonds without regard to a
particular Facility.
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Deposit of Net Bond Proceeds, Revenues, Other Receipts

The Trustee will deposit the net proceeds from the sale of the 1999 Bonds to the following
Funds, Accounts and Subaccounts as directed by the Commission on the date of issuance and sale
of the 1999 Bonds:

(a) to the Debt Service Fund for Facility No. 3 — Series 1999A Account, for the
purpose of paying accrued interest on the 1999 Bonds due and payable on January 1, 2000,

(b)  to the Construction Fund for Facility No. 3 -— Interest Account, for the
purpose of paying interest on the 1999 Bonds prior to the time Facility No. 3 is available for
use and occupancy,

(c) to the Construction Fund for Facility No. 3 — Credit Repayment Account for
the purpose of repaying the Miamt Notes;,

(d) to the Construction Fund for Facility No. 3 — Project Account, for the
purpose of paying the remaining Acquisition Costs of Facility No. 3; and

(e) to the Construction Fund for Facility No. 3 — Expense Account, for the
purpose of paying the costs of issuing the 1999 Bonds.

The Trustee will deposit all Gross Revenues related to a particular Facility under the
Indenture promptly upon receipt into the related Revenue Fund under the Indenture and will
thereupon transfer amounts therein to the following related funds in the following order of priority.

(a) To the Operation and Maintenance Fund, such amounts, if any, estimated by
the Commission pursuant to the Indenture to be required, after consideration of amounts
available in such Fund, to provide for the payment of expenses of operation, maintenance and
repair of a Facility required to be paid by the Commission, under the Use and Occupancy
Agreements or otherwise (including expenses of managing and administering such Facility and
in complying with the covenants of the Indenture), through the end of the month beginning
on the first day of the month following the month in which the transfer was made;

(b) To the Debt Service Fund, such amount, if any, required to bring the balance
in such Fund to a level equal to the Accrued Debt Service that will accrue through the end

of the first day of the month following the month in which the transfer was made;

(c) To the Rebate Fund, the amount, if any, required to be deposited therein in
accordance with the related Rebate Memoranda;
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(d) To the debt service reserve, if any is established for a series of Bonds, the
amount, if any, required under the related Supplemental Indenture to bring the balance in
such reserve to a level sufficient to satisfy the debt service reserve requirement under such
Supplemental Indenture (no debt service reserve is established Jor or available to the
1999 Bonds),

(e) To the Replacement Reserve Fund, an amount equal to 1/72 of the amount,
after considering the amount on deposit in such Fund on the first day of the then-current
Fiscal Year, as the Commission has annually estimated to be required under the Indenture
to provide for the costs of major non-recurring maintenance, repairs, improvements,
equipment and replacements for a Facility to be paid through the end of the sixth Fiscal Year
following the end of the then-current Fiscal Year; and

3] To the General Fund, such amounts, if any, remaining in the Revenue Fund
after making all of the required transfers thereunder.

Construction Fund

In accordance with the Indenture, amounts held in the various accounts of the Construction
Fund for each facility will be disbursed by the Trustee. From the related Project Account and
Expense Account, the Trustee will pay the amounts required to finance the Acquisition Costs
(hereinafter defined) of the related Facility, including costs relating to the issuance of the Bonds
issued to finance such Facility. To request any payment for any of such purposes, the Commission
must file a requisition with the Trustee, signed by an authorized officer of the Commission and
stating the name and address of the person, firm, corporation or other entity to whom payment is due
(which may be the Commission), the amount to be paid and the particular item of the cost to be paid.
The requisition must also state that the cost of the obligation in the stated amount is a proper charge
against the Project Account or the Expense Account which has not been previously paid.

The Indenture provides that, upon the receipt by the Trustee of a certificate of an authorized
officer of the Commission, stating (1) the date of substantial completion of Acquisition of a Facility
(or a phase thereof) and the amount if any, required in the opinion of such officer to be paid for any
remaining Acquisition Costs of such Facility, and (2) that such F acility (or such phase thereof) has
been substantially completed in accordance with the applicable plans and specifications, the balance
in the Project Account and the Interest Account in excess of such amount, if any, stated in such
certificate will be deposited in the related Clearing Account.

In addition, the Indenture provides for any Facility that, upon the filing of a certificate of a
registered engineer experienced in prison construction matters, which is based on the then current
status of construction of such Facility and on an examination of the contracts providing for the
construction of such Facility, setting forth the amount necessary to complete the Acquisition of such
Facility, including any reasonable or necessary contingencies, which certificate is approved by an
authorized officer of the Commission, the balance of the Project Account for such Facility in excess
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of the amount, if any, stated in such certificate will be deposited in the related Clearing Account.
In the event such a certificate of estimated completion cost is delivered to the Trustee, the
Commission will cause such certificate to be recertified within 60 days prior to each six month
anniversary of the date of the initial certificate was delivered to the Trustee, revising the amount
necessary to complete the Facility described therein, if necessary. If the amount recertified in any
such certificate of estimated completion cost results in an increase in the amount stated in the imtial
certificate, then, to the extent available moneys are at any time thereafter held in the Clearing
Account, the Commission will direct the Trustee to transfer such available moneys to the Project
Account for the Facility described therein to provide for the completion of such Facility.

The Trustee shall transfer amounts from the Clearing Account for a Facility to the Fund or
Account specified in the written instructions of an authorized officer of the Commission.
Instructions for a transfer of amounts to a Fund or Account not related to such Facility shall include
a certification that no deficiency exists in the Funds or Accounts related to such Facility and that
such transfer does not effect the validity of the Bonds related to such Facility or the status of interest
on any Tax-Exempt Bonds related to such Facility.

From the related Interest Account, the Trustee shall transfer amounts to the Paying Agent on
or before the business day preceding each Interest Payment Date the amount required for payments
of interest on the Bonds for the related Facility up to and including the Projected Commencement
Date for such Facility (or the respective Projected Commencement Date for Acquisition of phases
of such Facility). At the direction of the Commission, the Trustee will transfer from the Interest
Account to the related Clearing Account any amounts remaining in such Interest Account after the
Commencement Date for such Facility. To the extent funds in the related Interest Account are not
sufficient to pay the interest on the related Bonds prior to the Commencement Date of such Facility
(or a phase thereof), an Authorized Officer of the Commission shall direct the Trustee to pay such
interest from such Facility's account of the Construction Fund specified in writing by an authorized
officer of the Commission.

The Trustee shall transfer amounts from the related Credit Repayment Account at the
direction of the Commission to repay that portion of borrowing under the Credit Note or under any
other comparable obligation authorized under the Indenture and allocable to the Acquisition Costs
of the related Facility (the Miami Notes in the case of Facility No. 3). On or before the payment of
funds from the Credit Repayment Account, the Commission will deliver the following documents
to the Trustee: (i) written instructions executed by an authorized officer of the Commission stating
the payee, the amounts to be paid and the time and manner in which payment is to occur; (it) if the
Credit Note or such other obligation will be paid in full after such payment the Credit Note or such
obligation; and (iii} if only a portion of the outstanding principal of and accrued interest on the Credit
Note or such obligation will be paid by such payment, a written statement stating (a) prior to the
receipt of the proposed payment the amount of the outstanding principal of and accrued interest on
the Credit Note or such obligation on the proposed payment date and (b) after the receipt of the
proposed payment the amount of the outstanding principal of and accrued interest on the Credit Note
or such obligation on the proposed payment date. At the direction of the Commission, the Trustee
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will transfer from the Credit Repayment Account to the related Clearing Account any amounts
remaining in the Credit Repayment Account after that portion of the borrowing under the Credit
Note or such obligation allocable to the Acquisition Costs of a particular Facility has been paid in
full.

Operation, Maintenance Fund

Upon delivery to the Trustee of written instructions executed by an authorized officer of the
Commission, amounts in the Operation and Maintenance Fund related to a Facility will be applied
by or on behalf of the Commission to the payment of expenses of operation, maintenance and repair
of the Facility to the extent required to be paid by the Commission pursuant to its obligations under
the related Use and Occupancy Agreement or otherwise, including expenses of managing and
administering the Facility and complying with the Indenture. Any amounts held in the Operation and
Maintenance Fund are not available to be pledged or used for any other purpose, including payment
of the related Bonds.

Debt Service Fund

The Indenture requires that out of the Debt Service Fund related to a Facility, the Trustee wilt
disburse to the Paying Agent for the related Bonds (a) on or before the business day preceding each
Interest Payment Date for any of the Bonds, the amount of interest payable on such date; (b) on or
before the business day preceding each Principal Installment due date, the amount of the Principal
Installment payable on such due date; and (c) on or before any redemption date for the related
Bonds, the amount required for the payment of the redemption price, plus accrued interest to the
redemption date. Such amounts will, in turn, be applied by such Paying Agent on and after the due
dates thereof to pay principal and interest on such Bonds. The Trustee will also pay out of the Debt
Service Fund the accrued interest included in the purchase price of the Bonds purchased for
retirement.

Amounts accumulated in the Debt Service Fund related to a Facility for a sinking fund
installment for the related Bonds (together with amounts accumulated therein with respect to interest
on such Bonds for which such sinking fund installment was established) may, and if so directed by
the Commission shall be applied by the Trustee, on or prior to the fortieth day preceding the due date
of such sinking fund installment to (a) the purchase of Bonds of the maturity and interest rate within
each maturity for which such sinking fund installment was established or (b) the redemption at the
applicable sinking fund redemption price of such Bonds, if then redeemable by their terms.
Purchases of Bonds must be made by the Trustee, at the direction of the Commission, at prices not
exceeding the applicable sinking fund redemption price of such Bonds plus accrued interest. The
applicable sinking fund redemption price (or principal amount of maturing Bonds), plus accrued
interest, of any Bonds so purchased or redeemed will be deemed to constitute part of the Debt
Service Fund until such sinking fund installment date, for the purpose of calculating the amount of
such Fund. As soon as practicable after the 40th day preceding the due date of any such sinking fund
installment, the Trustee will proceed to call for redemption on such due date Bonds of the maturity
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Bonds maturing on a sinking fund installment date), in such amount as may be necessary to
complete the retirement of the unsatisfied balance of such sinking fund installment after making
allowances for any Bonds purchased or redeemed (other than pursuant to a mandatory sinking
fund redemption applicable to such Bonds) which the Commission has directed the Trustee to
apply as a credit against such sinking fund installment as provided in the Indenture. Out of the
related Debt Service Fund, the Trustee will pay to the Paying Agent on or before such
redemption date (or maturity date), the amount required for the redemption of such Bonds so
called for redemption (or for the payment of Bonds then maturing), and such amount will be
applied by the Paying Agent to such redemption (or payment).

In the event that the Bonds are to be refunded and in accordance with the directions of the
Commission and the requirements of the Indenture, the Trustee will withdraw from the related
Debt Service Fund all or any portion of the amounts accumulated therein with regard to debt
service on the Bonds to be refunded and will deposit such amounts in such Funds or Accounts as
required by the Indenture.

The Commission has covenanted to maintain an amount equal to one-twelfth of the
annual aggregate Debt Service for all series of Bonds related to Facility No. 3 on deposit in the
Earnings Account of the Debt Service Fund for Facility No. 1 commencing May 10, 2000. Such
amount shall be maintained in excess of the required deposits to the Series 1999A Account of the
Debt Service Fund for Facility No. 3 to provide for debt service on the related series of Bonds.

Debt Service Reserve

The Commission may, at its option, establish a debt service reserve for all series of Bonds
related to a Facility in a related Supplemental Indenture. The amount of the debt service reserve
requircment therefor also shall be established in such Supplemental Indenture. No debt service
reserve is established for or available to the 1999 Bonds.

Replacement Reserve Fund

Upon the instruction or request of the Commission pursuant to the Indenture, the Trustee
will disburse amounts in the Replacement Reserve Fund for a Facility, as follows:

(a) For payment of the costs of major non-recurring maintenance, repairs,
improvements, equipment and replacements for such Facility;

(b) To a related Fund or Account to the extent of any deficiencies therein; and

(c) To the General Fund, any amounts in excess of that needed to pay costs of
major nonrecurring maintenance and repairs for such Facility.



General Fund

Upon delivery of written instructions executed by an authorized officer of the Commission,
the Trustee will disburse amounts in the General Fund from time to time as follows and in the
following order of priority.

First, to the other Funds and Accounts under the Indenture, pro rata to the extent of
any deficiencies therein and in the priority established for distribution of moneys under the
Revenue Fund.

Second, to the Commission, (a) for the payment of Commission expenses related to
a Facility, (b} to the payment of any refund to any person, including the Department of
Administration, of any rents, rates, fees or charges received by the Commission from such
person for use and occupancy of the Facility, or (c) for any lawful purpose of the
Commission as determined by resolution of the Commission.

Rebate Fund

The Trustee is required to pay to the Rebate Fund related to a particular Facility such
amounts, if any, from such Funds and Accounts under the Indenture as are required pursuant to the
related Rebate Memorandum. Amounts in the Rebate Fund, other than any excess amounts which
may be authorized to be transferred to a related Fund or Account under the Indenture at the written
direction of an authorized officer of the Commission, will be held by the Trustee for payment to the
United States Government as required pursuant to such Rebate Memorandum. The Trustee will
make such payments or otherwise disburse amounts in the Rebate Fund at such times and in such
amounts as may be required pursuant to such Rebate Memorandum.

Investments

Moneys held in the Revenue Funds, the Operation and Maintenance Funds, the Debt Service
Funds, the Replacement Reserve Funds, the General Fund and the Rebate Funds will be invested and
reinvested by the Trustee to the fullest extent practicable in Investment Securities, as defined in the
Indenture, maturing not later than such times as may be necessary to provide moneys for payments
required to be made from such Funds. Moneys held in the Construction Fund may be invested and
reinvested by the Trustee in Investment Securities maturing not later than such times as may be
necessary to provide moneys when needed to provide payments from such Fund (as indicated in a
written draw-down schedule provided by the Commission). The Trustee will make all such
investments of moneys held by it in accordance with written instructions from an authorized officer
of the Commission or, in the absence of such written instructions, in securities described in
clause (xiii) of the definition of Investment Securities until instructed in writing by the Commission
to invest otherwise.
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Earnings on any moneys or investments in all Funds, Accounts and Subaccounts established
under the Indenture will be retained in the respective Funds, Accounts and Subaccounts for the
purposes provided therein, all subject to the provisions of the Indenture governing the Rebate Fund;
except that earnings on all Accounts of the Construction Fund related to a Facility (except an Interest
Account) and any debt service reserve will be deposited in the Project Account prior to the
Commencement Date for such Facility. Notwithstanding the foregoing, supplemental indentures
providing for the issuance of Additional Bonds may provide alternative directions for the deposit of
investment earnings prior to the Projected Commencement Date for such Facility.

In computing the amount in any Fund, Account or Subaccount created under the Indenture
for any purpose provided in the Indenture, obligations purchased as an investment of moneys in such
Fund, Account or Subaccount will be valued at the amortized cost of such obligations, determined
in accordance with the Indenture; provided that an authorized officer of the Commission, in its
discretion, may direct the Trustee in writing to use the fair market value method of valuation from
time to time.

Annual Budgets

On or before the first day of August of each year while Bonds are outstanding, the
Commission shall prepare and file with the Trustee its proposed annual budget forecast for the
ensuing two Fiscal Years which shall set forth in reasonable detail with respect to each Facility:
(i) the estimated Gross Revenues for such Fiscal Years; (ii) to the extent the Commission is obligated
under the Use and Occupancy Agreements or otherwise, to operate, maintain or repair such Facility
or any portion thereof at its expense, the expenses of operation, maintenance and repair estimated
to be incurred as an expense of the Commission pursuant to the related Use and Occupancy
Agreement or otherwise for a Facility or such portion thereof for such Fiscal Years; (iii} the
estimated expenses of the Commission in complying with the covenants of the Indenture and the
estimated expenses of the Commission in managing and administering a Facility; (iv) the estimated
Debt Service for such Fiscal Years; (v) the required deposits, if any, to any debt service reserve for
such Fiscal Years, and (vi) the estimated costs of major non-recurring maintenance, repairs,
improvements, equipment and replacements for such Facility for such Fiscal Years. In the event the
proposed annual budget forecast for any Fiscal Year forecasts a deficiency in the Net Revenues
resulting from the funds appropriated for such Fiscal Year to the Department of Administration or
any other Agency for the payment of the Department of Administration's or other Agency's
obligations under the Use and Occupancy Agreements, the Commission shall cause a budget request
to be made at the next session of the General Assembly to cure such deficiency.

As soon as available after the end of each legislative session of the State during an odd-
numbered year, but in any event prior to the beginning of the ensuing Fiscal Year, the Commission
shall prepare and file with the Trustee the annual budgets adopted by the Commission for the ensuing
two Fiscal Years for each Facility which shall set forth in reasonable detail: (i) the estimated Gross
Revenues for such Fiscal Years; (ii) to the extent the Commission is obligated under the related Use
and Occupancy Agreement or otherwise, to operate, maintain or repair the Facility or any portions
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thereof at its expense, the expenses of operation, maintenance and repair estimated to be incurred
as an expense of the Commission pursuant to the related Use and Occupancy Agreement or
otherwise for such Facility or such portion thereof for such Fiscal Years; (ii1) the estimated expenses
of the Commission in complying with the covenants of the Indenture and the estimated expenses of
the Commission in managing and administering such Facility; (iv) the estimated Debt Service for
such Fiscal Years, (v) the required deposits, if any, to any debt service reserve for such Fiscal Years;
and (vi) the estimated costs of major non-recurring maintenance, repairs, improvements, equipment
and replacements for such Facility for such Fiscal Years. As soon as possible after the end of each
legislative session of the State during an even-numbered year, but in any event prior to the beginning
of the ensuing Fiscal Year, the Commission shall prepare and file with the Trustee the annual budget
adopted by the Commission for the ensuing Fiscal Year which shall set forth those matters required
by the preceding sentence for such Fiscal Year. The Commission also may at any time adopt an
amended annual budget for the remainder of the then current Fiscal Year.

Annual Audits

As soon as available after the end of each Fiscal Year, so long as any Bonds are outstanding,
the Commission will file with the Trustee the general purpose financial statements of the
Commission as prepared for such Fiscal Year, together with the accompanying opinion of the State
Board of Accounts. If such statements are audited by an independent auditor, the Commission will
file such financial statements, together with the auditor's report, with the Trustee within 120 days
after the end of such Fiscal Year.

Operation, Maintenance, Repair of Facilities

The Indenture requires that the Commission must at all times (1) operate or cause the
Facilities to be operated properly and in an efficient and economical manner and (2) maintain,
preserve, reconstruct and keep the same or cause the same to be so maintained, preserved,
reconstructed and kept, with the appurtenances and every part and parcel thereof, in good repair,
working order and condition, and (3) from time to time make, or use its best efforts to cause to be
made, all necessary or proper repairs, replacements and improvements so that at all times the
operation of a Facility may be properly and advantageously conducted.

Rents, Rates, Fees, Charges

The Commission will fix, establish and maintain rents, rates, fees and charges that are
reasonably expected to yield Gross Revenues during each Fiscal Year in which a Facihty, or any
portion thereof, is available for use and occupancy in an amount which, together with any available
amounts in the Construction Fund, is equal to at least: (a) in the event the Commission is obligated
under the Use and Occupancy Agreement or otherwise to operate, maintain or repair such Facility
or any portion thereof at its expense, 100% of the expenses of operation, maintenance and repair to
be incurred as an expense of the Commission (under the respective Use and Occupancy Agreement
or otherwise) for such Fiscal Year for the Facility or any portion thereof: (b) 100% of the expenses
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to be incurred by the Commission in managing and administering the Facility or such portion thereof
and in complying with the covenants of the Indenture; (c) 100% of the Debt Service under the
Indenture for such Fiscal Year; (d) 100% of the required deposits, if any, to any debt service reserve
during such Fiscal Year, and (g) one-sixth of such amount as annually estimated by the Commission,
after considering the amount on deposit in the Replacement Reserve Fund under the Indenture on
the first day of such Fiscal Year, to provide for the costs of major non-recurring maintenance,
repairs, improvements, equipment and replacements for a Facility or such portion thereof to be
incurred through the end of the sixth Fiscal Year commencing on the first day of such Fiscal Year.
Notwithstanding the foregoing, the Department of Administration has the right not to renew its
obligations at the end of any term under any Use and Occupancy Agreement, thereby terminating
such Use and Occupancy Agreement and its right to the use and occupancy of the related Facility,
without affecting its right to use and occupy any other Facility under any other Use and Occupancy
Agreement. In such event, the Commission, in fixing rents, rates and fees and charges on a Facility
which continues to be leased to the Department of Administration, must not establish rents, rates,
fees or charges for such Facility in excess of such Facility's allocable share of the amounts described
in clauses (b}, (¢) and (d) described above, determined by taking into account the amount of the
Bond proceeds used to finance the Facility under the Indenture. Rents, fees and charges for such
Facility related to the amounts described in clauses (2) and (e) described above will be based on the
costs directly related to each Facility.

The Indenture provides that, to the extent permitted by law and subject to the provisions of
the Indenture, including the Commission's tax covenants, the Commission may lease a portion of a
Facility to an entity which is not an agency of the State. Also, to the extent permitted by law, the
Commission will enforce the payment of any and all accounts owing to the Commission by reason
of its ownership and operation of a Facility.

The Commission will use its best efforts to cause the General Assembly to appropriate to or
for the benefit of the Department of Administration and each State agency obligated to pay rentals
on account of the leasing by the Department of Administration or such agency of space in a Facility
pursuant to the Use and Occupancy Agreements moneys sufficient to enable the Commission to
comply with its obligations under the Indenture. The Indenture requires that the Use and Occupancy
Agreements must provide that the Department of Administration or any State agency subleasing
thereunder must use its best efforts to cause the General Assembly to appropriate moneys sufficient
to enable the Commission to comply with its obligations under the Indenture.

The Indenture provides that, in the event the Department of Administratton is required to
vacate a Facility or any portions thereof because funds have not been appropriated or are not
available to pay any sumn agreed to be paid for use and occupancy when due pursuant to the related
Use and Occupancy Agreement or because the Depariment of Administration elects not to renew
such Use and Occupancy Agreement at the end of any term, the Commission will use its best efforts
to cause such Facility or such portions thereof to be leased to generate moneys sufficient to enable
the Commission to comply with its obligations under the Indenture, subject to the requirements for
any such leasing under the Indenture. See “Tax Covenants."
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Insurance, Completion of Performance

The Commission will at all times, including all times prior to and after the completion of
Acquisition of a Facility, keep or cause to be kept each Facility insured against loss or damage by
fire and from other causes customarily insured against under a standard extended coverage
endorsement in an amount at least equal to the lesser of (a) the amount sufficient to provide for the
payment or redemption of the then outstanding Bonds or (b) 100% of the full replacement cost of
such Facility; provided, however, such insurance may contain a reasonable loss deductible clause.
In addition, the Commission will at all times, including all times prior to and after the completion
of Acquisition of each Facility, use its best efforts to maintain or cause to be maintained insurance
or reserves against loss or damage from such hazards and risks to the person and property of others
as are usually insured or reserved against by those operating properties similar to such Facility.

The Indenture requires that the Commission must maintain or cause to be maintained such
performance bond or performance insurance with respect to contracts it may enter into for the
Acquisition of such Facility as is usually maintained by those Acquiring properties similar to the
Facility.

The Commission will at all times maintain or cause to be maintained business interruption
loss insurance to insure against loss of projected annual rental income payable pursuant to the Use
and Occupancy Agreement, or any other lease of a Facility or any portion thereof, for such time
(being at least for a period of twelve months) as use of a Facility or any portion thereof are
interrupted by damage or destruction from perils insured against under a standard extended coverage
endorsement. Such insurance will also be carried with respect to any portion of a Facility not then
occupied pursuant to the respective Use and Occupancy Agreement in an amount equal to the fair
rental value of such portions, all as are reasonably necessary to meet its obligations under the
Indenture.

The Indenture requires the Commission to use its best efforts to maintain or cause to be
maintained any additional or other insurance as it deems necessary or advisable to protect the
interests of the Commission and the owners of the Bonds.

Policies or contracts for insurance must under the Indenture, be in a form and with insurers
of good standing or with an insurance group or state insurance pool acceptable to the Trustee and
will be payable to the Trustee for the benefit of the Trustee and the Commission. Performance bonds
must be in a form and with an issuer acceptable to the Trustee and will be payable to the Trustee for
the benefit of the Trustee and the Commission.

If (a) the performance of any contract for the construction of a Facility is not completed in
accordance with its terms and (b) , in the opinion of an independent registered architect or registered
engineer who is acceptable to the Trustee, the cost of completion of such performance will not
exceed the amount of proceeds from any performance bond or performance insurance to be received

by reason of such noncompletion of performance, together with other available funds (including
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without limitation proceeds from any series of Bonds authorized and issued under the Indenture for
such purpose), then the Commission will continuously and diligently complete or cause to be
completed such performance as expeditiously as possible.

Damage, Destruction

The Indenture provides that if any Facility is damaged or destroyed and, in the opinion of an
independent registered architect or registered engineer who is acceptable to the Trustee, (2) the cost
of such repair, replacement or reconstruction will not exceed the amount of insurance proceeds to
be received by reason of such damage or destruction and other amounts available therefor (including,
but not limited to, proceeds from any series of Bonds which may be authorized and issued under the
Indenture for such purpose), and (b) such repair, replacement or reconstruction can be completed
within the period covered by the rental value, insurance or other amounts available therefor
(including, but not limited to, proceeds from any series of Bonds which may be authorized and
issued under the Indenture for such purpose), the Commission must, as expeditiously as possible,
continuously and diligently prosecute or cause to be prosecuted repair, reconstruction or replacement
thereof; provided, if such conditions are not met in the event of total or substantial destruction of a
Facility, the Commission will request the Trustee to redeem the allocable Bonds from the available
proceeds pursuant to the extraordinary redemption provisions of the Indenture. See "DESCRIPTION
OF THE 1999 BONDS Redemption Extraordinary Redemption." The Indenture provides that
within 120 days after either the noncompletion of performance of any contract for Acquisition of any
Facility or the occurrence of an event of damage or destruction to any Facility, the Commission must
deliver to the Department of Administration and the Trustee the appropriate written opinion of the
architect or engineer referred to in the preceding sentences, stating whether the required conditions
have been satisfied. The proceeds from any performance bond or performance insurance paid on
account of noncompletion of performance and the proceeds from any insurance paid on account of
such damage or destruction (other than any business interruption loss insurance) will be deposited
with and held by the Trustee in the related Construction Fund and made available for, and to the
extent necessary be applied to, the costs of such completion of performance or such repair,
reconstruction or replacement. Pending application, such proceeds may be invested by the Trustee
in Investment Securities which mature not later than such times as may be necessary 10 provide
moneys when needed to pay such costs.

Interest earned on such investments will be deposited in the related Revenue Fund. If the
Commission notifies the Trustee that the proceeds from insurance paid on account of damage of
destruction will be applied to redeem Bonds in accordance with the terms of the Indenture, then such
proceeds will be applied by the Trustee in accordance with the Indenture. Otherwise, such proceeds
shall be applied to the cost of repair, reconstruction or replacement as described above. If proceeds
are held in the related Construction Fund for the costs of completing performance or repair,
reconstruction or replacement, the Commission will notify the Trustee of completion of performance
or of costs of the completion of the repair, reconstruction or replacement in writing. The Trustee will
apply such balance of funds in such Construction Fund to remedy the deficiencies in any of the
related Funds and Accounts, and if there exists no such deficiency or if such proceeds exceed the
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amount necessary to remedy such deficiency, such proceeds or the excess thereof, as the case may
be, will be applied to any lawful purpose of the Commission. In the event the Commission has failed
to complete such performance or failed to repair, replace or reconstruct any damaged or destroyed
Facility or has abandoned or failed to prosecute such completion or action diligently, the Trustee
may, in its discretion, complete such performance or make such repairs, replacements or
reconstructions and enter upon the premises of the Facility to the extent necessary to accomplish
such purpose. However, the Trustee will not be obligated to complete or cause the completion of
such performance or make any such repairs, replacements or reconstructions unless (a) it has been
requested to do so by the holders of not less than ten percent in aggregate principal amount of all
Bonds then outstanding and (b) it has been indemnified, to its satisfaction, against any loss, damage
or expense which it might thereby incur.

All proceeds of business interruption loss insurance maintained and received under the
Indenture will be paid into the related Revenue Fund.

Additional Bonds

One or more series of Additional Bonds may be issued, without limitation as to amount and
at any time, for the purpose of paying Acquisition Costs of a Facility or refinancing an obligation
(other than Bonds) used to pay such cost. Such Additional Bonds issued for a particular Facility will
be authenticated and delivered by the Bond Registrar only upon receipt by the Trustee (in addition
to certain other documents required by the Indenture) of:

(a) a certificate of an Authorized Officer of the Commission, stating that the
related Use and Occupancy Agreement for the Facility will provide sufficient Gross
Revenues to provide for the payment with respect to all related series of Bonds;

) to the extent the Commission is obligated under a Use and
Occupancy Agreement or otherwise to operate, maintain or repair such Facility or any
portion thereof at its expense, the expenses of operation, maintenance and repair
incurred and expected to be incurred as an expense of the Commission pursuant to
such Use and Occupancy Agreement or otherwise during each such Fiscal Year (or
applicable portions thereof) for such Facility or any portion thereof including
expenses incurred by the Commission in managing and administering such Facility
or portion thereof:

(ii) the Debt Service for all related series of Bonds;

(iii) the required deposits, if any, to any debt service reserve related to
such Facility, and

(iv) to the extent authorized or permitted by the Act, for each such
Fiscal Year, one-sixth (1/6) of such amount as the Commission annually estimates
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is required, together with amounts on deposit in the Replacement Reserve Fund
under the Indenture on the first day of each such Fiscal Year, to provide for the costs
of major non-recurring maintenance, repairs, improvements, equipment and
replacements for such Facility incurred and expected to be incurred through the end
of the sixth Fiscal Year commencing on the first day of each such Fiscal Year (or
applicable portions thereof),

(b)  acertificate of the Chairman or Secretary of the Commission stating that:

) sufficient funds will be paid into the Debt Service
Fund or the Construction Fund related to such Facility to provide for
the Debt Service for the related series of Bonds to be issued until such
time as rental rates providing sufficient Net Revenues will begin to
be paid to the Commission pursuant to the respective Use and
Occupancy Agreement, and

(ii) sufficient funds will be paid into any debt service
reserve to provide for the related debt service reserve requirement.

If an Additional Facility to be financed or refinanced from the proposed series of Additional
Bonds is not included under an existing Use and Occupancy Agreement, then the Commission is
required to deliver to the Trustee prior to the issuance of such Additional Bonds an executed copy
of an Additional Use and Occupancy Agreement for the Additional Facility to be financed from such
Bonds, certified by the Chairman of the Commission. Such Additional Use and Occupancy
Agreement must contain provisions for the term and termination of such Additional Use and
Occupancy Agreement, the payment and determination of rentals for the related Facility, and the
maintenance of insurance which are materially similar to those contained in the existing Use and
Occupancy Agreements. If the Additional Bonds are proposed to be issued to complete, IMprove,
renovate, refurbish or alter a Facility already under a Use and Occupancy Agreement, such Use and
Occupancy Agreement will be amended to reflect the issuance of such series of Additional Bonds.

Refunding Bonds

One or more series of Refunding Bonds may be issued at any time to refund outstanding
Bonds or portions of outstanding Bonds of any series or any portion of any series under the
Indenture. Refunding Bonds may be issued in a principal amount sufficient, together with other
moneys available therefor, to effect such refunding and to make the deposits in the funds and
accounts related to the Refunding Bonds of each series that may be authenticated and delivered by
the Bond Registrar for such series only upon receipt by the Trustee, in addition to certain other
documents required by the Indenture, of the following;:



(a) Instructions satisfactory to the Trustee to give due notice of redemption, if
applicable, of all the Bonds to be refunded on a redemption date or dates specified in such
instructions, subject to the provisions of the Indenture;

(b)  Ifthe Bonds to be refunded are not by their terms subject to redemption within
the next succeeding 60 days, instructions satisfactory to the Trustee to make due publication
of the notice provided for in the Indenture to the holders of the Bonds being refunded; and

() Either (i) moneys in an amount sufficient to effect payment at the applicable
redemption price of the Bonds to be refunded, together with accrued interest on such Bonds
to the redemption date, which moneys will be held by the Trustee or the Paying Agent in a
separate account irrevocably in trust for and assigned to the respective holders of the Bonds
to be refunded, or (ii) Defeasance Securities (defined in the Indenture) in such principal
amounts, of such maturities, bearing such interest, and otherwise having such terms and
qualifications and any moneys, as may be necessary to comply with the Indenture, which
Defeasance Securities and moneys will be held in trust and used only as provided therein.

Extension of Payment of Bonds

The Commission will not directly or indirectly extend or assent to the extension of the
maturity of any Bonds or the time of payment of any claims for interest by the funding of any Bonds
or claims for interest or by any other arrangement and, in case the maturity of any Bonds or the time
for payment of any such claims for interest is extended, such Bonds or claims for interest will not
be entitled, in case of any default under the Indenture, to the benefit of the Indenture or to any
payment out of moneys held and pledged under the Indenture or the moneys (except moneys held
in trust for the payment of particular Bonds or claims for interest pursuant to the Indenture) held by
any Fiduciary, except subject to the prior payment of the principal of all Bonds outstanding, the
maturity of which has not been extended, and of such portion of the accrued interest on such Bonds
as is not represented by such extended claims for interest. Any issuance of Refunding Bonds by the
Commission is not and may not be deemed to be an extension of the maturity of any other Bonds.

Payment of Taxes, Charges

The Indenture requires the Commission from time to time to duly pay and discharge, or cause
to be paid and discharged, all taxes, assessments and other governmental charges, if any, or required
payments in lieu thereof, lawfully imposed upon a Facility or upon the rights, revenues, income,
receipts and other moneys, securities and funds of the Commission with respect to such Facility
when the same become due (including all rights, moneys and other property transferred, assigned or
pledged under the Indenture), and all lawful claims for labor and material and supplies, except those
taxes, assessments, charges or claims which the Commission may in good faith contest by proper
legal proceedings if the Commission has, in all such cases, set aside on its books reserves deemed
adequate with respect thereto.
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Tax Covenants

In the Indenture, the Commission agrees that it will make no use of proceeds of any Tax-
Exempt Bonds, or of amounts which may be treated as proceeds thereof, which could cause such
Tax-Exempt Bonds to be or become "arbitrage bonds" within the meaning of Section 148 of the
Code, or any successor provisions thereto.

The Commission covenants in the Indenture that it will not take any action or fail to take any
action with respect to the proceeds of any Bonds or ownership or use of a Facility or any portion
thereof that would result in loss of the exclusion from gross income for federal income tax purposes
of interest paid on any Tax-Exempt Bonds.

The Indenture requires that the Use and Occupancy Agreements must provide that unless the
Commission obtains an opinion of nationally recognized bond counsel to the effect that the lease or
sublease of a Facility or any portion thereof to, or a use of a Facility or such portion thereof by, a
person (natural or otherwise) will not result in a loss of the exclusion from gross income of interest
paid on any Tax-Exempt Bonds, neither the Facility nor such portion thereof will be let or sublet to
any person other than a State agency, and neither the Facility nor such portion thereof will be used
by any person (natural or otherwise) in a trade or business, except one who is using the Facility or
such portion thereof in his or her capacity as an Employee. Each Use and Occupancy Agreements
must provide that the Commission may enter into a management agreement with the Department of
Administration or any State agency to manage a Facility, but shall not enter into a management
agreement with any other person (natural or otherwise) in a trade or business unless in the opinion
of nationally recognized bond counsel such agreement will not result in a loss of the exclusion from
gross income of interest paid on any Tax-Exempt Bonds.

The Indenture requires the Commission, not later than the first day of the second calendar
month after the close of the calendar quarter in which any Tax-Exempt Bonds were issued (or such
other time as may be required by the Code or regulations promulgated thereunder), to file a statement
with the Internal Revenue Service and the Trustee concerning such Bonds, which contains that
information required by Section 149 of the Code and any regulations promulgated thereunder.

Defaults, Remedies

Definition. If for any Facility or the Bonds related to such Facility one or more of the
following Events of Default or any additional Event of Default set forth in a Supplemental Indenture
related to any such Bonds shall happen:

(a) a default is made in the due and punctual payment of the principal or

redemption price of any Bond related to such Facility when and as the same becomes due and
payable, whether at maturity or by call or proceedings for redemption, or otherwise;
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(b) a default is made in the due and punctual payment of any installment of
interest on any Bond related to such Facility or the unsatisfied balance of any sinking fund
installment (except when such sinking fund installment is due on the maturity date of such
Bond), when and as such interest installment or sinking fund installment becomes due and
payable;

(c) a default is made by the Commission in the performance or observance of any
other of the covenants, agreements or conditions in the Indenture related to such Facility or
to the Bonds related to a Facility, and such default has continued for a period of 60 days after
written notice specifying such default, requiring that it be remedied and stating that such
notice is a "Notice of Default" under the Indenture shall have been given to the Commission
by the Trustee or to the Commission and the Trustee by the holders of not less than 25% in
principal amount of the Bonds related to such Facility outstanding; or

(d)  a court having jurisdiction in the premises enters a decree or order providing
for relief in respect of the Commission in an involuntary case under any applicable
bankruptcy, insolvency, reorganization or other similar law now or hereafter in effect, or
appointing a receiver, liquidator, assignee, custodian, trustee or sequestrator (or similar
official) of the Commission for any substantial part of the property of the Commission, or
ordering the winding-up or liquidation of its affairs, and such decree or order remains
unstayed and in effect for a period of 90 days;

then, and in each and every such case, so long as such event of default has not been remedied, unless
the principal of all the Bonds related to such Facility has already become due and payable, the
Trustee may or, upon the direction of the holders of not less than 25% in principal amount of such
Bonds then outstanding (by notice in writing to the Commission and the Trustee), must declare the
principal of all the Bonds related to such Facility then outstanding, and the interest accrued thereon,
to be due and payable immediately, and upon any such declaration the same will become and be
immediately due and payable; provided, however, the principal of and interest on any series of Bonds
may not be declared immediately due and payable without the prior written consent of the provider
of a Credit Facility with respect to such series to the extent provided for in the Supplemental
Indenture under which such series of Bonds is issued. The right of the Trustee or of the holders of
not less than 25% in principal amount of the Bonds related to such Facility outstanding to make any
such declaration, however, is subject to the condition that if, at any time after such declaration, but
before such Bonds have matured by their terms, all overdue installments of interest on such Bonds,
together with interest on such overdue installments of interest to the extent permitted by law and the
reasonable and proper charges, expenses and liabilities of the Trustee, and all other sums then
payable by the Commission under the Indenture (except the principal of and interest accrued since
the next preceding interest date on such Bonds due and payable solely by virtue of such declaration)
have either been paid by or for the account of the Commission, or provisions satisfactory to the
Trustee have been made for such payment, and all defaults under such Bonds or under the Indenture
(other than the payment of principal and interest due and payable solely by reason of such
declaration) have been made good or be secured to the satisfaction of the Trustee or provision
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deemed by the Trustee to be adequate has been made therefor, then and in every such case the
holders of 25% in principal amount of such Bonds outstanding, by written notice to the Commission
and the Trustee, may rescind such declaration and annul such default in its entirety, or, if the Trustee
has acted itself, and if there has not been theretofore delivered to such Trustee written direction to
the contrary by the holders of 25% in principal amount of such Bonds outstanding, then any such
declaration will ipso facto be deemed to be rescinded and any such default will ipso facto be deemed
to be annulled, but no such rescission or annulment will extend to or affect any subsequent default
or impair or exhaust any right or power consequent thereon.

Upon the occurrence of any event of default, so long as such event of default has not been
remedied, and upon the demand of the Trustee, the Commission will account, as if the Commission
were the trustee of an express trust for all Net Revenues and other moneys, securities and funds
pledged or held under the Indenture for the period stated in the Trustee's demand.

Application of Revenues, Other Moneys. During the continuance of an event of default
for Bonds related to a particular Facility, the Trustee will (a) request that the Commission
immediately release to the Trustee all Net Revenues related to the Facility then held by the
Commission and (b) apply the Trust Estate for such Bonds held by it pursuant to the Indenture
(except for the moneys, securities and funds held in the Rebate Fund under the Indenture which will
continue to be used for the purpose therein) or received by it pursuant to any right given or action
taken under the Indenture as follows and in the following order:

)] Expenses of Fiduciaries to the payment of the reasonable and
proper charges, expenses and liabilities of the Fiduciaries for such Bonds;

(i) Rebate to the payment of any rebate obligation for such Bonds
owed under Section 148 of the Code, to the extent sufficient funds are not available
in the Rebate Fund,

(i)  Principal or Redemption Price and Interest to the payment of the
interest and principal or redemption price then due on such Bonds outstanding, as
follows:

(@  unless the principal of all of such Bonds has become or has
been declared due and payable,

FIRST: Interest To the payment to the persons entitled
thereto of all installments of interest then due in the order
of the maturity of such instaliments, together with accrued
and unpaid interest on such Bonds theretofore called for
redemption, and, if the amount available is not sufficient
to pay in full any installment or installments maturing on
the same date, then to the payment thereof ratably,
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according to the amounts due thereon, to the persons
entitled thereto, without any discrimination or preference;
and

SECOND: Principal or Redemption Price To the
payment to the persons entitled thereto of the unpaid
principal or redemption price of any such Bonds which
have become due, whether at maturity or by call for
redemption, in the order of their due dates, and, if the
amount available is not sufficient to pay in full all such
Bonds due on any date, then to the payment thereof
ratably, according to the amount of principal or redemption
price due on such date, to the persons entitled thereto,
without any discrimination or preference;

) if the principal of all of such Bonds has become or has been
declared due and payable, to the payment of the principal and interest then
due and unpaid upon such Bonds without preference or priority of principal,
interest or premium, if any, over the other, or of any installment of interest
over any other mstallment of interest or of any such Bond over any other such
Bond or of any series over any other series under the Indenture, ratably,
according to the amounts due respectively for principal, interest and
premium, if any, to the persons entitled thereto without any discrimination or
preference except as to any difference in the respective rates of interest
specified in such Bonds;

(iv)  Replacement Reserve Expenses to the payment of the amounts
required for reasonable and necessary costs of major non-recurring maintenance,
repairs, improvements, equipment or replacements of all the related Facilities
necessary in the judgment of the Trustee to prevent a loss of Gross Revenues for all
the related Facilities under the Indenture;

(v)  Subordinated Indebtedness to the payment of principal,
redemption price and interest then due on subordinated indebtedness of the
Commission.

If and whenever all overdue installments of interest on all such Bonds outstanding, together
with the reasonable and proper charges, expenses and liabilities of the Trustee, and all other sums
payable by the Commission under the Indenture, including the principal and redemption price of and
accrued unpaid interest on all such Bonds which are then payable, have either been paid by or for
the account of the Commission, or provision satisfactory to the Trustee has been made for such
payment, and all defaults under the Indenture or such Bonds have been made good or secured to the
satisfaction of the Trustee or provision deemed by the Trustee to be adequate has been made therefor,
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the Trustee will pay over to the Commission all moneys, securities and funds then remaining
unexpended in the hands of the Trustee (except moneys, securities and funds deposited or pledged,
or required by the Indenture to be deposited or pledged, with the Trustee), and thereupon the
Commission and the Trustee will be restored, respectively, to their former positions and rights under
the Indenture. No such payment over to the Commission by the Trustee and no such restoration of
the Commission and the Trustee to their former positions and rights will extend to or affect any
subsequent default under the Indenture or impair any right consequent thereon.

Proceeding by Trustee. Upon the occurrence of an event of default for Bonds related to a
particular Facility, then and in every such case, the Trustee, by its agents and attorneys, may proceed,
and upon written request of the holders of not less than 25% in principal amount of the related Bonds
outstanding, so long as such event of default has not been remedied, must proceed, to protect and
enforce its rights and the rights of the holders of the Bonds forthwith by a suit or suits in equity or
at law, whether for the specific performance of any covenant therein contained, or in aid of the
execution of any power therein granted or any remedy granted under the Act or for an accounting
against the Commission as if either were the trustee of an express trust or in the enforcement of any
other legal or equitable right as the Trustee, being advised by counsel deems to be the most effectual
to enforce any of its rights or to perform any of its duties under the Indenture.

All rights of action under the Indenture may be enforced by the Trustee without the
possession of any of such Bonds or the production thereof on the trial or other proceedings, and the
Trustee will bring any such suit or proceedings in its name.

The holders of not less than a majority in principal amount of such Bonds at the time
outstanding may direct the time, method and place of conducting any proceeding for any remedy
available to the Trustee, or exercising any trust or power conferred upon the Trustee; provided, that
the Trustee will have the right to decline to follow any such direction if: (a) the Trustee is advised
by counsel that the action or proceeding so directed may not lawfully be taken; (b) the Trustee in
good faith determines that the action or proceeding so directed would involve the Trustee in personal
liability, unless such holders agree to indemnify the Trustee against such liability and post bond in
respect of such indemnity; or (c) the Trustee in good faith determines that the action or proceeding
so directed would be unjustly prejudicial to the related holders of such Bonds not parties to such
direction.

Upon commencing a suit in equity or upon other commencement of judicial proceedings by
the Trustee to enforce any right under the Indenture, the Trustee will be entitled to exercise any and
all rights and powers conferred in the Indenture and provided to be exercised by the Trustee upon
the occurrence of any event of default.

Regardless of the happening of an event of default under the Indenture, the Trustee will have
power to, but unless requested in writing by the holders of 25% in principal amount of such Bonds
then outstanding, and furnished with reasonable security and indemnity, will be under no obligation
to, institute and maintain such suits and proceedings as it may be advised are necessary or expedient
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to prevent any impairment of the security under the Indenture by any acts which may be unlawful
or in violation of the Indenture, and such suits and proceedings as the Trustee may be advised are
necessary or expedient to preserve or protect its interest and the interests of the holders of Bonds
outstanding.

Rights, Remedies. No holder of any Bond will have any right to institute any suit, action
or proceeding at law or in equity for the enforcement of any provision of the Indenture or the
execution of any trust under the Indenture or for any remedy under the Indenture, unless such holder
has previously given to the Trustee written notice of the happening of any event of default and the
holders of at least 25% in principal amount of such Bonds related to a particular Facility then
outstanding have filed a written request with the Trustee, and have offered it reasonable opportunity,
either to exercise the powers granted in the Indenture or by the Act or to institute such action, suit
or proceeding in its own name, and unless such holders have offered to the Trustee adequate security
and indemnity against the costs, expenses and labilities to be incurred therein or thereby, and the
Trustee has refused to comply with such request for a period of 60 days after receipt by it of such
notice, request and offer of indemnity, it being understood and intended that no one or more holders
of Bonds outstanding will have any right in any manner whatever by his or their action to affect,
disturb or prejudice the pledge created by the Indenture, or to enforce any right under the Indenture,
except in the manner therein provided; and that all proceedings at law or in equity to enforce any
provision of the Indenture will be instituted, had and maintained in the manner provided in the
Indenture and for the equal benefit of all holders of the Bonds outstanding subject only to the
provisions respecting extension of payment of such Bonds.

The Indenture requires the Trustee to promptly mail written notice of the occurrence of any
event of default related to a particular Facility to each registered owner of related Bonds then
outstanding at his address, if any, appearing on the registration books of the Commission.

Notwithstanding anything in the Indenture to the contrary, a default on Bonds related to a
particular Facility will not affect any Bonds related to any other Facility, and no such default shall
give rise, in and of itself, to a default on any other Bond related to any other Facility.

Nonexclusivity of Remedies. No remedy conferred upon or reserved to the Trustee or the
holders of Bonds outstanding is intended to be exclusive of any other remedy, but each and every
such remedy will be cumulative and will be in addition to every other remedy given under or existing
at law, including under the Act, or in equity or by statute on or after the date of execution and
delivery of the Indenture.

Waiver of Events of Default. The Indenture provides that no delay or omission of the
Trustee or any holder of any Bonds outstanding to exercise any right or power arising upon the
happening of an event of default will impair any right or power or will be construed to be a waiver
of any such event of default or be an acquiescence therein; and every power and remedy given by
the Indenture to the Trustee or to Bondholders may be exercised from time to time and as often as
may be deemed expedient by the Trustee or by Bondholders.
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Prior to the declaration of maturity of Bonds as provided in the Indenture, the hoiders of not
less than a majority in aggregate principal amount of the Bonds in Default then outstanding under
the Indenture, or their attorneys-in-fact duly authorized, may on behalf of the holders of all the Bonds
outstanding waive any past default under the Indenture and its consequences, except a default in the
payment of interest on or principal of or premium, if any, on any of the Bonds outstanding. No such
waiver will extend to any subsequent or other default or impair any right consequent thereon.

Supplemental Indentures, Amendments

The Commission may without the consent of the Trustee or any of the owners of Bonds enter
into any Supplemental Indenture, effective upon certification by the Chairman or Secretary of the
Commission and filing with the Trustee, for any one or more of the following purposes:

(a) To close the Indenture against, or provide limitations and restrictions in
addition to the limitations and restrictions contained in the Indenture on, the authentication
and delivery of Bonds or the issuance of other evidence of indebtedness;

(b) To add other covenants, agreements, limitations and restrictions to be
observed by the Commission which are not contrary to or inconsistent with the Indenture;

(c) To add additional events of default under the Indenture;

(d) To authorize a series of Bonds related to a particular Facility or a portion
thereof in accordance with the Indenture;

(e) With the prior written opinion of nationally recognized bond counsel to
the effect that to do so will not affect the excludability of interest on any Tax-Exempt Bonds
from gross income for federal income tax purposes, to authorize, in accordance with the
Indenture and in compliance with all applicable laws, Bonds of each series to be tssued in
the form of coupon Bonds registrable as to principal only;

® To authorize, in accordance with the Indenture and in compliance with all
applicable law, Bonds of any series to be issued in the form of Bonds issued and held in

book-entry form on the books of the Commission or any Fiduciary appointed for that purpose
by the Commission;

() To authorize subordinated indebtedness of the Commission in accordance
with the Indenture;

(h) To confirm, as further assurance, any security interest, pledge or
assignment under the Indenture of the Trust Estate or of any other real or personal property
or other rights, or to add to any security interest, pledge or assignment created or to be
created by the Indenture any real or personal property or other rights;
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(i) To modify any of the provisions of the Indenture in any other respect
whatever; provided that (a) such modification must be, and be expressed to be, effective
only after all Bonds of each series outstanding at the date of the adoption of such
Supplemental Indenture cease to be outstanding, and (b) such Supplemental Indenture must
be specifically referred to in the text of all Bonds of any series authenticated and delivered
after the date of the adoption of such Supplemental Indenture and of Bonds issued in
exchange therefor or in place thereof;

()] To appoint or remove the Trustee;

(k) To modify, amend or supplement the Indenture or any Supplemental
Indenture in such manner as to permit the qualification thereof under the Trust Indenture Act
of 1939, as amended, or any similar federal statute or to permit the qualification of the Bonds
for sale under the securities laws of any of the states of the United States of America,

1) To modify, amend or supplement the Indenture or any Supplemental
Indenture to permit the issuance of Bonds and subordinated indebtedness in the form of debt
instruments not then described by the Indenture, including, but not limited to, debt
instruments bearing interest subject to federal income taxation under the Code;,

(m) To modify, amend or supplement the Indenture to the extent necessary to
enable the Commission to comply with its tax covenants under such Indenture,

(n) To make any other modification or amendment of the Indenture which the
Commission determines in good faith will not have a material adverse effect on the interests
of the Bondholders; or

(o) To authorize financial products, including, but not limited to, forwards,
hedges, swaps, of any kind or description and, in connection therewith, specify and determine
such matters and things relative thereto.

In addition, the Commission may, with the consent of the Trustee, but without the consent
of any of the owners of Bonds, enter into any Supplemental Indenture, effective upon certification
by the Chairman or the Secretary of the Commission and filing with the Trustee, for any one or both
of the following purposes, if such would not materially adversely affect the interests of Bondholders:

(a) To cure any ambiguity, supply any omission or cure or correct any defect
or inconsistent provision in the Indenture; or

(b) To insert such provisions clarifying matters or questions arising under the
Indenture as are necessary or desirable and are not contrary to or inconsistent with the
Indenture as theretofore in effect.
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The Indenture provides that any other modification or amendment of the Indenture and of the
rights and obligations of the Commission (including without limitation any modification or
amendment of the Commission's tax covenants under the Indenture), and of the holders of the Bonds
thereunder, in any particular, may be made in accordance with the notice and other requirements of
the Indenture by a Supplemental Indenture, with the written consent given as provided in the
Indenture (a) of the holders of not less than a majority in principal amount of such Bonds
outstanding at the time such consent is given, (b) in case less than all of the several series of such
Bonds then outstanding are affected by the modification or amendment, of the holders of not less
than a majority in principal amount of such Bonds of each series so affected and outstanding at the
time such consent 1s given, and (c) in case the modification or amendment changes the terms of any
sinking fund installment, of the holders of not less than a majority in principal amount of such Bonds
of the particular series and maturity entitled to such sinking fund installment and outstanding at the
time such consent is given. Bonds owned or held by or for the account of the Commission will not
be deemed outstanding for purposes of calculating consent or other action by owners of outstanding
Bonds. No such modification or amendment will permit a change in the terms of redemption or
maturity of the principal of any outstanding Bond or of any installment of interest thereon or a
reduction in the principal amount or the redemption price thereof or in the rate of interest thereon
without the consent of the holder of such Bond, or reduce the percentages or otherwise affect the
classes of Bonds the consent of the holders of which is required to effect any such modification or
amendment or change or modify any of the rights or obligations of any Fiduciary without its written
assent thereto. No modification will be deemed effective to change any right or obligation of the
Trustee or any other Fiduciary without the written consent of such Fiduciary. A series of Bonds will
be deemed to be affected by a modification or amendment of the Indenture if such modification or
amendment adversely affects or diminishes the rights of the holders of Bonds of such series. The
Trustee has the authority to determine conclusively whether any particular series or maturity of
Bonds would be adversely affected by any such modification or amendment.

Defeasance

The Indenture provides that, if the Commission pays or causes to be paid, or there has
otherwise been paid, to the holders of ail Bonds outstanding the principal or redemption price, if
applicable, and interest due or to become due thereon, at the times and in the manner stipulated in
such Bonds and in the Indenture, then the pledge of the Trust Estate and all covenants, agreements
and other obligations of the Commission to such Bondholders will thereupon cease, terminate and
become void and be discharged and satisfied. In such event, the Trustee will cause an accounting
for such period or periods as may be requested by the Commission to be prepared and filed with the
Commission and, upon the request of the Commission, all such instruments as may be desirable to
evidence such discharge and satisfaction, and the Fiduciaries will pay over or deliver to the
Commission all moneys or securities held by them pursuant to the Indenture which are not required
for the payment of principal or redemption price, if applicable, and interest due or to become due on
such Bonds not theretofore surrendered for such payment or redemption. If the Commission pays
or causes to be paid, or there has otherwise been paid, to the holders of any outstanding Bonds the
principal or redemption price, if applicable, and interest due or to become due thereon, at the times
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and in the manner stipulated therein and in the Indenture, such Bonds will cease to be entitled to any
benefit or security under the Indenture, and all covenants, agreements and obligations of the
Commission to the holders of such Bonds will thereupon cease, terminate and become void and be
discharged and satisfied.

Bonds 1ssued under the Indenture will be deemed to have been paid within the meaning and
with the effect expressed above if (a) in case any of such Bonds are to be redeemed on any date prior
to their maturity, the Commission has given to the Trustee instructions accepted in writing by the
Trustee to mail as provided in the Indenture notice of redemption of such Bonds (other than Bonds
which have been purchased by the Trustee at the direction of the Commission or purchased or
otherwise acquired by the Commission and delivered to the Trustee prior to the mailing of such
notice of redemption) on such date, (b) there have been deposited with the Trustee either moneys
in an amount sufficient, or Defeasance Securities (including any Defeasance Securities issued or held
in book-entry form on the books of the Department of Administration of the Treasury of the United
States of America) the principat of and the interest on which when due will provide moneys which
together with the moneys, if any, on deposit with the Trustee at the same time, are sufficient to pay
when due the principal or redemption price, if applicable, and interest due and to become due on
such Bonds on or prior to the redemption date or maturity date thereof, as the case may be, and (c)
in the event such Bonds are not by their terms subject to redemption within the next succeeding 60
days, the Commission has given the Trustee in form satisfactory to it instructions to mail as soon as
practicable, a notice to the holders of such Bonds at their last addresses appearing upon the
registration books at the close of business on the last business day of the month preceding the month
for which notice is mailed that the deposit required by clause (b) above has been made by the
Trustee and that such Bonds are deemed to have been paid in accordance with the Indenture and
stating such maturity or redemption date upon which moneys are expected, subject to the Indenture,
to be available for the payment of the principal or redemption price, if applicable, on such Bonds
(other than Bonds which have been purchased by the Trustee at the direction of the Commission or
purchased or otherwise acquired by the Commission and delivered to Trustee prior to the mailing
of the notice of redemption referred to in clause (a) above).

Municipal Bond Insurance Policy

Notwithstanding anything in the Indenture to the contrary, as long as the Municipal Bond
Insurance Policy is in full force and effect, the Commission, the Trustee and any Paying Agent have
agreed:

At least one day prior to each Interest Payment Date, the Trustee or Paying Agent, if any, will
determine whether there will be sufficient funds in the Funds and Accounts to pay the principal of
or interest on the Insured Bonds on such Interest Payment Date. If the Trustee or Paying Agent, if
any, determines that there will be insufficient funds in such Funds and Accounts, the Trustee or
Paying Agent, if any, shall so notify Ambac Assurance. Such notice shall specify the amount of the
anticipated deficiency, the Insured Bonds to which such deficiency is applicable and whether such
Insured Bonds will be deficient as to principal or interest or both principal and interest. If the
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Trustee or Paying Agent, if any, has not so notified Ambac Assurance one day prior to an Interest
Payment Date, Ambac Assurance will make payments of principal or interest due on the Insured
Bonds on or before the first day next following the date on which Ambac Assurance shall have
received notice of nonpayment from the Trustee or Paying Agent, if any.

The Trustee or Paying Agent, if any, shall, after giving notice to Ambac Assurance as
described above, make available to Ambac Assurance and, at Ambac Assurance's direction, to the
Insurance Trustee, the registration books of the Commission maintained by the Trustee or Paying
Agent, if any, and all records relating to the Funds and Accounts maintained under the Indenture.

The Trustee or Paying Agent, if any, shall providle Ambac Assurance and the Insurance
Trustee with a list of registered owners of the Insured Bonds entitled to receive principal or interest
payments from Ambac Assurance under the Municipal Bond Insurance Policy, and shall make
arrangements with the Insurance Trustee (i} to mail checks to the registered owners of Insured Bonds
entitled to receive full or partial interest payments from Ambac Assurance and (it) to pay principal
upon Insured Bonds surrendered to the Insurance Trustee by the registered owners of the Insured
Bonds entitled to receive full or partial principal payments from Ambac Assurance.

The Trustee or Paying Agent, if any, shall, at the time it provides notice to Ambac Assurance
as described above, notify registered owners of the Insured Bonds entitled to receive the payment
of principal or interest thereon from Ambac Assurance (i) as to the fact of such entitlement, (i1) that
Ambac Assurance will remit to them all or a part of the interest payments next coming due upon
proof of Insured Bondholder entitlement to interest payments and delivery to the Insurance Trustee,
in form satisfactory to the Insurance Trustee, of an appropriate assignment of the registered owner's
right to payment, (iii) that should they be entitled to receive full payment of principal from Ambac
Assurance, they must surrender their Insured Bonds (along with an appropriate assignment in form
satisfactory to the Insurance Trustee to permit ownership of such Insured Bonds to be registered in
the name of Ambac Assurance) for payment to the Insurance Trustee, and not the Trustee or Paying
Agent, if any, and (iv) that should they be entitled to receive partial payment of principal from
Ambac Assurance, they must surrender their Insured Bonds for payment thereon first to the Trustee
or Paying Agent, if any, who shall note on such Insured Bonds the portion of the principal paid by
the Trustee or Paying Agent, if any, and then, along with an appropriate assignment in form
satisfactory to the Insurance Trustee, to the Insurance Trustee, which will then pay the unpaid portion
of principal.

In the event that the Trustee or Paying Agent, if any, has notice that any payment of principal
of or interest on an Insured Bond which has become due for payment and which is made to a
bondholder by or on behalf of the Commission has been deemed a preferential transfer and recovered
from its registered owner by a trustee in bankruptcy in accordance with the final, nonappealable
order of a court having competent jurisdiction, the Trustee or Paying Agent, if any, shall, at the time
Ambac Assurance is notified as described above, notify all registered owners that in the event that
any registered owner's payment is so recovered, such registered owner will be entitled to payment
from Ambac Assurance to the extent of such recovery if sufficient funds are not otherwise available,
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and the Trustee or Paying Agent, if any, shall furnish to Ambac Assurance its records evidencing the
payments of principal of and interest on the Insured Bonds which have been made by the Trustee or
Paying Agent, if any, and subsequently recovered from registered owners, and the dates on which
such payments were made.

In addition to those rights granted Ambac Assurance under the Indenture, Ambac Assurance
shall, to the extent it makes payment of principal of or interest on the Insured Bonds, become
subrogated to the rights of the recipients of such payments in accordance with the Municipal Bond
Insurance Policy, and to evidence such subrogation (i) in the case of subrogation as to claims for past
due interest, the Trustee or Paying Agent, if any, shall note Ambac Assurance's rights as subrogee
on the registration books of the Commission maintained by the Trustee or Paying Agent, if any, upon
receipt from Ambac Assurance of proof of the payment of interest thereon to the registered owners
of the Insured Bonds, and (i1) in the case of subrogation as to claims for past due principal, the
Trustee or Paying Agent, if any, shall note Ambac Assurance's rights as subrogee on the registration
books of the Commission maintained by the Trustee or Paying Agent, if any, upon surrender of the
Insured Bonds by the registered owners thereof together with proof of the payment of principal
thereof.

Effects of Payments by Ambac Assurance

Notwithstanding anything in the Indenture to the contrary, in the event that the principal
and/or interest due on the Insured Bonds shall be paid by Ambac Assurance pursuant to the
Municipal Bond Insurance Policy, the Insured Bonds shall remain Outstanding for all purposes, not
be defeased or otherwise satisfied and not be considered paid by the Commission, and the
assignment and pledge of the Trust Estate and all covenants, agreements and other obligations of the
Commission to the registered owners of the Insured Bonds shal! continue to exist and shall run to
the benefit of Ambac Assurance, and Ambac Assurance shall be subrogated to the rights of such
registered owners.

Ambac Assurance and Trustee

Ambac Assurance shall receive prior written notice of any Trustee resignation.
Notwithstanding any other provision of the Indenture, no removal, resignation or termination of the
Trustee shall take effect until a successor, acceptable to Ambac Assurance, shall be appointed.

Notwithstanding any other provision of the Indenture, in determining whether the rights of
the 1999 Bondholders will be adversely affected by any action taken pursuant to the Indenture, the
Trustee shall consider the effect on the 1999 Bondholders as if there were no Municipal Bond
Insurance Policy.
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Ambac Assurance Consent

Any provision of the Indenture expressly recognizing or granting rights in or to Ambac
Assurance may not be amended in any manner which affects the rights of Ambac Assurance, without
the prior written consent of Ambac Assurance.

Ambac Assurance Deemed Bondholder

Ambac Assurance shall be deemed to be, in lieu of the holders of the Insured Bonds, the
owner of the Insured Bonds, for the following purposes: (i) execution and delivery of any
Supplemental Indenture or any amendment, supplement or change to or modification of the Use and
Occupancy Agreement; (ii) removal of the Trustee or Paying Agent and selection and appointment
of any successor Trustee or Paying Agent; and (iii) initiation or approval of any action not described
in clause (i) or (ii) of this paragraph which requires consent of or action by the holders of the Insured
Bonds.

Rights Granted

Nothing in the Series 1999A Supplemental Indenture is intended or shall be construed to
confer upon, or to give to, any person or entity, other than the Commission, the Trustee, Ambac
Assurance, the Paying Agent, if any, and the registered owners of the Insured Bonds, any right,
remedy or claim under or by reason of such Supplemental Indenture or any covenant, condition or
stipulation thereof, and all covenants, stipulations, promises and agreements in the Series 1999A
Supplemental Indenture contained by and on behalf of the Commission shall be for the sole and
exclusive benefit of the Commission, the Trustee, Ambac Assurance, the Paying Agent, if any, and
the registered owners of the Insured Bonds

Ambac Assurance Deemed Beneficiary
To the extent that the Indenture confers upon or gives or grants to Ambac Assurance any
right, remedy or claim under or by reason of the Indenture, Ambac Assurance is explicitly recognized

as being a third party beneficiary under the Indenture and may enforce any such right, remedy or
claim conferred, given or granted under the Indenture.
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APPENDIX C
DEFINITIONS

The following are definitions of certain terms used in this Official Statement:
"Accounts" means the accounts created under the Indenture.

"Accrued Debt Service" means, as of any date of calculation, an amount equal to the accrued
Debt Service on all series of Bonds related to a Facility, calculating the accrued Debt Service with
respect to each such series of Bonds at an amount equal to the sum of (a) interest on such Bonds
accrued and unpaid to the end of the then current calendar month, (b) Principal Instaliments for such
Bonds due and unpaid and (c) that portion of the Principal Installment for such Bonds next due
which would have accrued (if deemed to accrue in the manner set forth in the definition of Debt
Service) to the end of such calendar month.

"Acquire," "Acquired" or "Acquisition" means to purchase, erect, build, construct,
reconstruct, renovate, refurbish, replace, extend, better, equip, develop, rehabilitate, remodel,
relocate, enlarge, expand, make additions to, alter, modify, change, furnish, repair or improve a
Facility, or to complete any of the foregoing, in each case to the extent same constitutes a capital
expenditure under applicable law.

"Acquisition Costs" means all reasonable and necessary costs incurred in the Acquisition of
any Facility, which costs may include but are not limited to the cost of Acquiring real property and
any buildings thereon inchuding relocation costs and payments for options, deposits or contracts to
purchase properties; the cost of site preparation, demolition and development; any expenses relating
to the issuance of the Bonds incurred by the Commission, including but not limited to, private
placement fees, underwriting fees, original issue discounts, rating agency fees, printing costs and
other necessary fees; fees in connection with the planning, execution and financing of the Facility,
such as those of financial consultants, engineers, bond counsel, other special counsel, real estate
counselors, appraisers, architectural historians and other such consultants, employees and agents as
may be required in the judgment of the Commission; the cost of studies, surveys, plans, permits,
insurance, interest, financing, taxes and assessments, and other operating and carrying costs during
the Acquisition of the Facility; the cost of Acquiring the Facility; the cost of land improvements such
as landscaping and off-site improvements; any initial expense, charge or cost payable upon issuance
of the obligations with respect to the Acquisition of the Facility relating to or incurred in connection
with the remarketing of obligations, such as remarketing agent or indexing agent fees or for credit
enhancements or liquidity features, including, but not limited to, letter of credit fees, whether direct-
pay or standby, swap agent fees and similar expenses or fees; the initial cost of such other items,
including premiums for indemnity and surety bonds, premiums on insurance, including, but not
limited to, municipal bond insurance, debt service reserve insurance or sureties and rental payment
insurance, and fees and expenses of trustees, depositories, registrars, book entry registrars and paying
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agents for obligations issued under the Act; to the extent permitted by the Act, Debt Service on
Bonds from the date thereof to the time when Debt Service is to be paid solely from the income and
revenues of the Facility financed with such Bonds and any amounts necessary to establish or fund
any reserves required in connection with such obligations; the reimbursement of all moneys
advanced or supplied to or borrowed by the Commission, including without limitation payments
under any Credit Note, for the payment of any item of cost of the Facility; and such other expenses
as may be necessary, proper or convenient to the Acquisition of the Facility under applicable law,
the financing thereof under the Act and the placing of the same in use.

" Act" means Indiana Code 4-13.5, as amended and supplemented from time to time and any
successor of law.

" Additional Bonds" means one or more series of additional Bonds issued under a
Supplemental Indenture.

" Additional Facility" means a building, a structure or any portion of any of the foregoing,
authorized to be financed or refinanced by the Commission, financed with Bonds and owned by the
Commission and leased to the Department of Administration or a State agency pursuant to an
Additional Use and Occupancy Agreement.

" Additional Use apd Occupancy Agreement” means any use and occupancy agreement by
and between the Commission and Department of Administration or any other State agency which
provides the terms and conditions of use and occupancy of any Additional Facility or any portion
thereof, including any amendment or supplement thereto or renewal thereof.

"Ambac Assurance" means Ambac Assurance Corporation, a Wisconsin-domiciled stock
insurance company.

"Bondholder" or "Holder of Bonds" or "QOwner of Bonds" or any similar term means the

registered owner of any Bond outstanding under the Indenture.

"Bond" or "Bonds" means any bonds, notes or other evidence of obligations of the
Commission issued, authenticated and delivered pursuant to the Indenture, including the 1995A
Bonds, the 1995B Bonds, the 1998 Bonds, the 1999 Bonds and any and all Additional Bonds and
Refunding Bonds.

“Bond Registrar" means Bank One Trust Company, NA (successor by merger to NBD Bank,
N.A)), a national banking association, as initial bond registrar for the 1999 Bonds and any bond
registrar appointed for any Series of Bonds, and its successor or successors hereafter appointed in
the manner provided under the Indenture.

"Code" means the Internal Revenue Code of 1986, as amended or supplemented, and any
successor provisions of law, and any applicable Treasury regulations promulgated thereunder.
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"Commencement Date" means, for any Facility, or any portion thereof, the date on which a
completion certificate for the Facility, or such portion thereof; is accepted by a representative of the
Department.

"Commission" means the Indiana State Office Building Commission, a body corporate and
politic, organized and existing under the Act and its successors.

"Counterparty" means Bank One Trust Company, NA, as counterparty to the Undertaking.

"Credit Facility" means an irrevocable letter of credit, line of credit, insurance policy or other
credit facility issued by a municipal bond insurer, financial institution, trust company, insurance
company or association which provides for the payment of principal of or interest on any Series of
Bonds or portion thereof.

"Credit Note" means any line of credit or loan contract note or notes or other obligations (not
including the Bonds or any other revenue bonds of the Commission) executed by the Commission
pursuant to any credit or other agreement to which the Commission is a party.

"Debt Service" for any period means, as of any date of calculation and with respect to any
outstanding series of Bonds, an amount equal to the sum of (a) interest accruing during such period
on Bonds of such series, except to the extent that such interest is to be paid from deposits in the
applicable Debt Service Fund under the Indenture from proceeds of the Bonds of such series or a
related series, including amounts, if any, transferred from the applicable Construction Fund, and
(b) that portion of each Principal Installment for such series of Bonds of which would accrue during
such period if such Principal Installment were deemed to accrue daily in equal amounts from the next
preceding Principal Installment due date for such series of Bonds (or, if (i) there is no such preceding
Principal Installment due date or (ii) such preceding Principal Installment due date is more than one
year prior to the due date of such Principal Installment then, from a date one year preceding the due
date of such Principal Installment or from the date of issuance of the Bonds of such series, whichever
date is later), all subject to particular provisions of the Indenture in the case of any series of put,
capital appreciation or convertible capital appreciation Bonds. Such interest and Principal
Installments will be calculated on the assumption that no Bonds outstanding at the date of such
calculation will cease to be outstanding, except by reason of the payment of each Principal
Instaliment when due.

"Defeasance Securities" means and includes only (a) any direct and general obligations of,
or any obligations the timely payment of principal and interest of which is unconditionally
guaranteed by, the United States of America, which obligations are not redeemable prior to maturity
other than at the option of the holders thereof, (b) obligations of, or unconditionally guaranteed as
to the timely payment of principal and interest by, the Federal National Mortgage Association, which
obligations are not redeemable prior to maturity other than at the option of the holder thereof,
(c) any obligations of any state or political subdivision of a state (collectively, "Municipal Bonds"}
that are (i) fully secured as to principal and interest by an irrevocable pledge of moneys or direct and
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general obligations of, or obligations unconditionally guaranteed by, the United States of America,
which moneys or obligations are segregated in trust and pledged for the benefit of the owners of the
Municipal Bonds and (ii) not redeemable prior to maturity other than at the option of the holder
thereof, (d) certificates of ownership of the principal of or interest on direct and general obligations
of, or obligations unconditionally guaranteed by, the United States of America, which obligations
are held in trust by a commercial bank which is a member of the Federal Reserve System, which
certificates of ownership are not redeemable prior to maturity other than at the option of the holder
thereof, and (e) the interest component of obligations issued by the Resolution Funding Corporation,
which are not redeemable prior to maturity other than at the option of the holder thereof.

"Department of Administration” means the Indiana Department of Administration and its
SUCCESSOTS.

"Department of Correction” means the Indiana Department of Correction and its successors.

"Dissemination Agent" means a dissemination agent designated in any Dissemination
Agreement.

"Dissemination Agreement" means a Dissemination Agreement between the Commission
and the Dissemination Agent, including any amendments or supplements thereto.

"Facility" or "Fagilities” means Facility No. 1, Facility No. 2, Facility No. 3 or any Additional
Facilities.

“Facility No. 1" means the maximum security correctional facility and medium security
correctional facility (which are situated on the real property in Sullivan County, Indiana described
in the Use and Occupancy Agreement No. 1) Acquired by the Commission, and any other buildings,
structures and improvements in connection therewith and appurtenances thereto any time hereafter

Acquired. Acquisition of Facility No. 1 was financed and refinanced with proceeds of the 1995A
Bonds and 1998 Bonds.

"Facility No. 2" means the correctional facility for women (which is situated on the real
property in Parke County, Indiana described in the Use and Occupancy Agreement No. 2), Acquired
by the Commission, and any other buildings, structures and improvements in connection therewith
and appurtenances thereto any time hereafter Acquired. Acquisition of Facility No. 2 was financed
with proceeds of the 1995B Bonds.

"Facility No. 3" means medium security correctional facility (which is situated on the real
property in Miami County, Indiana described in the Use and Occupancy Agreement No. 3),
Acquired by the Commission, and any other buildings, structures and improvements in connection
therewith and appurtenances thereto any time hereafter Acquired. Acquisition of Facility No. 3 will
be financed with proceeds of the Miami Notes and 1999 Bonds.



"Fiduciary" means the Trustee, the Bond Registrar, the Paying Agent, the Depositories or any
or all of them, as may be appropriate.

irst Supplemental Use ay lpancy Agreement” means the First Supplemental Use and
Occupancy Agreement between the Commission, as lessor, and the Department of Administration,
as lessee, dated as of July 1, 1995, supplementing and amending the Original Use and Occupancy
Agreement No. 1.

"Fiscal Year" means the 12-month period commencing at 12:01 a.m. on July 1 of each year
and ending at 12:01 a.m. that succeeding July 1 or such other fiscal year of the State as may be
mandated by law.

"Fitch" means Fitch IBCA, Inc., and its successors and assigns, provided that, in the event
that the foregoing is dissolved or liquidated or the Commission determines that such entity no longer
performs the function of a securities rating agency, such other nationally recognized rating agency
as the Commission may from time to time designate.

“Funds" means each or all of the funds created under the Indenture.

"Gross Revenues" means for each Facility all fees, charges, revenues or receipts derived by
the Commission from the operation or leasing of such Facility or any portion thereof pursuant to the
Use and Occupancy Agreement or otherwise, or from the sale, transfer or conveyance (whether
voluntary or involuntary) of such Facility or any portion thereof: and shall include any rental
payments received with respect to such Facility or any portion thereof from whatever sources
(including, but not limited to, business interruption loss insurance) and receipts therefrom.

"Insured Bonds" means the 1999 Bonds that are insured by Ambac Assurance pursuant to
the Municipal Bond Insurance Policy as shown on the inside cover of this Official Statement.

“Insurance Trustee" means United States Trust Company of New York, an insurance trustee
for Ambac Assurance, or any successor insurance trustee therefor.

"Interest Payment Date” means: (i) as to the 1999 Bonds, each January 1 and July I,

commencing January 1, 2000; and (ii) as to any other series of Bonds, the interest payment dates set
forth in the Supplemental Indenture related thereto, provided that if such day is not a business day,
the next succeeding business day.

"Investment Securities" means any of the following securities, if and to the extent the same
are at the time legal for investment of the Commission's funds:

() Any bonds or other obligations which as to principal and interest

constitute direct obligations of, or are unconditionally guaranteed by, the United
States of America, including obligations of any of the Federal agencies set forth in
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clause (iii) of this definition to the extent unconditionally guaranteed by the United
States of America.

(i) Any bonds or other obligations of any state of the United States of
America or of any agency, instrumentality or Jocal governmental unit of any such
state (a) which are not callable prior to maturity or as to which irrevocable
instructions have been given to the trustee of such bonds or other obligations by the
obligor to give due notice of redemption and to call such bonds for redemption on the
date or dates specified in such instructions, (b) which are secured as to principal and
interest and redemption premium, if any by a fund consisting only of cash or bonds
or other obligations of the character described in clause (i) of this definition, which
fund may be applied only to the payment of such principal of and interest and
redemption premium, if any, on such bonds or other obligations on the maturity date
or dates thereof or the redemption date or dates specified in the irrevocable
instructions referred to in subclause (a) of this clause (i), as appropriate, and {(c) as
to which the principal of and interest on bonds or other obligations of the character
described in clause (i) of this definition which have been deposited in such fund
along with any cash on deposit in such fund are sufficient to pay principal of and
interest and redemption premium, if any, on the bonds or other obligations described
in this clause (i) on the maturity date or dates thereof or on the redemption date or
dates specified in the irrevocable instructions referred to in subclause (a) of this
clause (i), as appropriate.

(i) Bonds, debentures or other evidences of indebtedness issued or
guaranteed by any agency or corporation which has been or may hereafier be created
pursuant to an act of Congress as an agency or instrumentality of the United States
of America.

(iv) Obligations issued by the Resolution Funding Corporation.

(v) New Housing Authority Bonds issued by public agencies or
municipalities and fully secured as to the payment of both principal and interest by
a pledge of annual contributions under an Annual Contributions Contract or
Contracts with the United States of America, or Project Notes issued by public
agencies or municipalities and fully secured as to the payment of both principal and
interest by a requisition or payment agreement with the United States of America.

(vi) Direct and general obligations of any state of the United States of
America, to the payment of the principal of and interest on which the fuli faith and
credit of such state is pledged, provided that at the time of their purchase hereunder
such obligations are rated at least A+ by Fitch, A-1 by Moody’s Investors Service of
A+ by Standard & Poor’s Ratings Services.



(vii) Obligations of any state of the United States of America or any political
subdivision thereof or any agency or instrumentality of any state or political
subdivision which shall be rated at least A+ by Fitch, A-1 by Moody’s Investors
Service or A+ by Standard & Poor’s Ratings Services.

(viii) Obligations of the Commission payable from and secured by a pledge
of the income and revenues of a facility, other than the Facility, payable pursuant to
a use and occupancy agreement,

(x) Certificates or other instruments that evidence ownership of the right to
payments of principal of or interest on obligations of any state of the United States
of America or any political subdivision thereof or any agency or instrumentality of
any state or political subdivision, provided that such obligations shall be held in trust
by a bank or trust company or a national banking association meeting the
requirements for a successor Trustee under such Indenture, and provided further that
the payments of all principal of and interest on such certificates or such obligations
shall be fully insured or unconditionally guaranteed by, or otherwise unconditionally
payable pursuant to a credit Support arrangement provided by, one or more financial
institutions or insurance companies or associations which shall be rated in the highest
rating category by Fitch, Moody's Investors Service or Standard & Poor’s Ratings
Services, or, in the case of an insurer providing municipal bond insurance policies
insuring the payment, when due, of the principal of and interest on municipal bonds,
such insurance policy shall result in such municipal bonds being rated in the highest
rating category by Fitch, Moody's Investors Service or Standard & Poor’s Ratings
Services.

(x) Certificates that evidence ownership of the right to payments of principal
of or interest on obligations described in clause (i) of this definition, provided that
such obligations shall be held in trust by a bank or trust company or a national
banking association meeting the requirements for a successor Trustee under the
Indenture.

(xi) Certificates of deposit, whether negotiable or non-negotiable, and
banker's acceptances of any of the 50 largest banks in the United States of America
which are rated at least A+ by Fitch, A-1 by Moody’s Investors Service or A+ by
Standard & Poor’s Ratings Services.

(xii) Commercial paper, other than that issued by bank holding companies,
rated at the date of investment at least A+ by Fitch, A-1 by Moody’s Investors
Service or A+ by Standard & Poor’s Ratings Services.

(xiil) Written repurchase contracts, reverse repurchase contracts or securities
lending agreements (collateralized by cash or securities) with any securities dealer
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that is registered as a dealer under the Securities Exchange Act of 1934, as amended,
and is monitored by, reports to and is recognized as a primary dealer by the Federal
Reserve Bank of New York, having a net capital of at least $200,000,000, for
obligations of, or unconditionally guaranteed as to the payment of principal and
interest by, the United States of America or obligations of, or unconditionally
guaranteed as to the payment of principal and interest by, any Bank for Cooperatives,
any Federal Intermediate Credit Bank, any Federal Home Loan Bank, the Export-
Import Bank of the United States, any Federal Land Bank, the Farmers Home
Administration, the Government National Mortgage Association, the Federal
National Mortgage Association, the Federal Financing Bank, Federal Home Loan
Mortgage Corporation of any other agency or instrumentality of, or corporation
wholly owned by, the United States of America, provided (a) that at the time of
entering into any such contract or agreement (2) the market value as determined by
such primary dealer (the "Market Vatue") of the obligations subject to any such
repurchase contract 18 at least equal to the purchase price specified in such contract,
(b) the purchase price specified in any such reverse repurchase contract is at least
equal to the Market Value of the obligations subject to such contract, or {¢) the
Market Value of the collateral for any such securities lending agreement is at least
equal to the Market Value of the securities lent, and (b) such obligations of collateral
are held by the Trustee under the Indenture or by a depository satisfactory to the
Trustee in such manner as may be required to provide a perfected security interest in
such obligations or collateral for the benefit of the Commission.

(xiv) Shares of an investment company organized under the Investment
Company Act of 1940, as amended, which either (a) is rated at least AAA by Fitch,
Aaa by Moody’s Investors Service or AAA by Standard & Poor’s Ratings Services
or (b) invests its assets exclusively in obligations of the type described in
clause (i) of this definition, provided that the average maturity of such obligations
shall not exceed 90 days.

(xv) Any agreement for an investment of money with a Qualified Institution
(an "Investment Agreement"). All such investments (or the debt of the Qualified
Institution with respect to any Investment Agreement) must be rated at least A+ by
Fitch, A-1 by Moody’s Investors Service or A+ by Standard & Poor’s Ratings
Services, at the time such Investment Agreement is entered into. For purposes of this
clause (xv), "Qualified Institution” means a bank, trust company, national banking
association or a corporation subject to registration with the Board of Governors of
the Federal Reserve System under the Bank Holding Company Act of 1956, as
amended, federal or state branch of a foreign bank pursuant to the International
Banking Act of 1978, as amended, a savings and loan association, an insurance
company Of association or any other entity, the unsecured or uncollateralized long-
term debt obligations of which, or obligations secured or supported by a letter of
credit, contract, agreement or surety bond issued by such institution, are rated at least
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A+ by Fitch, A-1 by Moody’s Investors Service or A+ by Standard & Poor’s Ratings
Services.

In lieu of the investment of moneys in obligations described in the first
paragraph of this clause (xv), moneys held under the Indenture may, to the extent
permitted by law, be invested in interest-bearing time deposits or certificates of
deposit which are: (a) issued by banks, trust companies, savings banks and savings
and loan associations whose debt obligations are rated at least A+ by Fitch, A-1 by
Moody’s Investors Service or A+ by Standard & Poor’s Ratings Services, or, with
respect to certificates of deposit maturing in less than one year, whose short-term
debt obligations are rated at least A+ by Fitch, A-1 by Moody’s Investors Service or
A+ by Standard & Poor’s Ratings Services; or (b) fully insured by the Federal
Deposit Insurance Corporation.

(xv1) Any obligations rated at least A+ by Fitch, A-1 by Moody’s Investors
Service or A+ by Standard & Poor’s Ratings Services.

"Moody's Investors Service" means Moody's Investors Service, Inc., and its successors and
assigns, provided that in the event that the foregoing is dissolved or liquidated or the Commission
determines that such entity no longer performs the function of a securities rating agency, such other
nationally recognized securities rating agency as the Commission may from time to time designate.

"Municipal Bond Insurance Policy" and "Policy" mean the municipal bond new issue
insurance policy issued by Ambac Assurance and insuring the payment when due of the principal
of and interest on the Insured Bonds as provided therein.

"“NRMSIR" means a nationally recognized municipal securities information repository,
recognized as such by the SEC.

"Net Revenues" for any period for each Facility shall mean the Gross Revenues related to
such Facility during such period less expenses of operation, maintenance and repair for such Facility
or any portion thereof required to be paid by the Commission pursuant to such Facility's respective
Use and Occupancy Agreement or otherwise during such period, all as calculated in accordance with
generally accepted accounting principles and the Indenture.

"1995A Bonds" means the Commission's Correctional Facilities Program Revenue Bonds,
Sertes 1995A, issued under the Indenture.

"1995B Bonds" means the Commission's Correctional Facilities Program Revenue Bonds,
Series 1995B, issued under the Indenture.

"1998 Bonds" means the Commission's Facilities Revenue Refunding Bonds, Series 1998A,
issued under the Indenture.
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1999 Bonds" means the Commission's Facility Revenue Bonds, Series 1999A (Miami
Correctional Facility Phase I), issued under the Indenture.

" " means the Use and Occupancy Agreement
between the Commission, as lessor, and the Department of Administration, as lessee, dated as of
November 1, 1991, with respect to the use and occupancy by the State and its agencies and
departments of Facility No. 1 or any portion thereof.

"Paying Agent" means Bank One Trust Company, NA (as successor by merger to NBD
Bank, N.A)), a national banking association, as initial paying agent for the 1999 Bonds and any
paying agent appointed for any Series of Bonds, and any successors or assigns hereafter appointed
in the manner provided under the Indenture.

"Pledged Funds" means (i) for a Facility and all related Series of Bonds, the Construction
Fund, the Debt Service Fund, any debt service reserve, the Replacement Reserve Fund and all
Accounts and Subaccounts therein created for such Facility, and (it) for all Facilities and all Series of
Bonds, the General Fund and all Accounts and Subaccounts therein.

"Principal Instailment" means, as of any date of calculation and with respect to any series of
Bonds, so long as any Bonds of such series are outstanding, (a) the principal amount of Bonds of
such series including the principal amount of any Put Bonds tendered for payment and purchased in
lieu of redemption prior to the redemption date thereof due {or so tendered for payment and not
purchased in lieu of redemption) on a certain future date for which no sinking fund installments have
been established, or (b) the unsatisfied balance (determined as provided in the Indenture) of any
sinking fund installments due on a certain future date for Bonds of such series, plus the amount of
the sinking fund redemption premiums, if any, which would be applicable upon redemption of Bonds
of such series on such future date in a principal amount equal to the unsatisfied balance of such
sinking fund installments, or (c) if such future dates coincide as to different Bonds of such series,
the sum of such principal amount of Bonds of such series and of such unsatisfied balance of sinking
fund installments due on such future date plus such applicable redemption premiums, if any.

“"Rebate Memorandum" means the Memorandum on Compliance with Rebate obligations of
the Code delivered in connection with the issuance of each Series of Bonds, as amended and
supplemented.

"Record Date" means, with respect to any Interest Payment Date, the fifteenth day of the
calendar month next preceding such Interest Payment Date.

"Refunding Bonds" means all Bonds, of one or more series, issued, authenticated and
delivered pursuant to the Indenture to refund any series or portion of series of any Bonds outstanding
under the Indenture or portions of such Bonds.



"Reimbursement Obligation" means any obligation of the Commission to reimburse the
provider of any Credit Facility or Reserve Fund Credit Facility for a series of Bonds for any payment
made by such provider thereunder pursuant to, or any other obligation of the Commission to repay
any amounts (including, but not limited to, fees or additional interest) to such provider pursuant to,
any reimbursement agreement. '

"Rule" means SEC Rule 15¢2-12, as amended.

"SEC" means the Securities and Exchange Commission.

"Standard & Poor's Ratings Services" means Standard & Poor's Ratings Services and its

successors and assigns, provided that, in the event that the foregoing is dissolved or liquidated or the
Commission determines that such entity no longer performs the function of a securities rating agency,
such other nationally recognized securities rating agency as the Commission may from time to time
designate.

"State" means the State of Indiana.

"Subaccounts" means, as the case may be, each or all the Subaccounts created under the
Indenture.

"Supplemental Indenture" means any indenture supplemental to or amendatory of the
Indenture adopted by the Commission.

"Tax-Exempt Bonds" means any Bonds which on the date of original issuance and delivery
were the subject of an opinion of nationally recognized bond counsel that the interest thereon was
excludable from gross income for federal income tax purposes under the Code.

"Trust Estate” means for each Facility and all related Series of Bonds (a) the proceeds of the
sale of all such Series of Bonds; (b) the Net Revenues related to such Facility, and (c) the Pledged
Funds, including the investments, if any, thereof, and the same are pledged and assigned under the
Indenture, subject only to the provisions of the Indenture permitting the application thereof for the
purposes and on the terms and conditions set forth in the Indenture.

"Trustee" means Bank One Trust Company, NA (successor by merger to NBD Bank, N.A),
a national banking association, or any successor trustee under the Indenture.

"Undertaking” means the Continuing Disclosure Undertaking Agreement between the

Commission and the Counterparty dated the date of delivery of the 1999 Bonds, including any
amendments or supplements thereto.

"Uninsured 1999 Bonds" means the following 1999 Bonds:
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Principal Interest

July 1 CUSIP Amount _Rate
2000 455066BL3 $2,765,000 4.50%
2001 455066BK5 2,710,000 4.75%
2002 455066CS7 2,755,000 4.25%
"Use and Occupancy Agreement” means Use and Occupancy Agreement No. 1, Use and

Occupancy Agreement No. 2, Use and Occupancy Agreement No. 3 or any Additional Use and
Occupancy Agreement, including any amendments or supplements thereto or renewals thereof.

1t

" means the Original Use and Occupancy Agreement
No. 1, as supplemented by the First Supplemental Use and Occupancy Agreement.

"Use and Occupancy Agreement No. 2" means the Use and Occupancy Agreement No. 2 by
and between the Commission, as lessor, and the Department of Administration, as lessee, dated as

of September 15, 1995, with respect to the use and occupancy by the State and its agencies and
departments of Facility No. 2 or any portion thereof.

"Use and Occupancy Agreement No, 3" means the Use and Occupancy Agreement, by and
between the Commission, as lessor, and the Department of Administration, as lessee, dated as of
June 15, 1999, with respect to the use and occupancy by the State and its agencies and departments
of Facility No. 3 or any portion thereof.
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APPENDIX i)

FORM OF PROPOSED OPINION OF BOND COUNSEL

July 1999

Indiana State Office Building Commission
Indianapolis, Indiana

Re:  Indiana State Office Building Commission
Facilities Revenue Bonds, Series 1999A
(Miami Correctional Facility - Phase I)
Total Issue §

Ladies and Gentlemen:

We have acted as bond counsel to the Indiana State Office Building Commission (the
“Commission”) in connection with the issuance by the Commission of its $
" aggregate principal amount of Indiana State Office Building Commission Facilities Revenue Bonds,
Series 1999A (Miami Correctional Facility - Phase I) (the “Bonds™), under and pursuant to the
Amended and Restated Trust Indenture dated as of January 1, 1998, which amended and restated the
Trust Indenture dated as of November 1, 1991, both as heretofore supplemented and amended, and
the Series 1999A Supplemental Trust Indenture dated as of June 13, 1999 (collectively, the

“Indenture™), between the Cormmission and Bank One Trust Company, NA (successor by merger
to NBD Bank, N.A.), as trustee (the “Trustee™).

We have examined the law and a certified transcript of proceedings of the Commission
relating to the authorization, issuance and sale of the Bonds; the authorization and execution of the
Use and Occupancy Agreement dated as of June 15, 1999 (the “Use and Occupancy Agreement”™),
between the Commission and the Department of Administration (the “Department”) of the State of
Indiana (the “State™); and the authorization and execution of the Indenture; and such other papers
as we deem necessary to render this opinion. We have also examined an opinion of the Attorney
General of the State. We have relied upon the certified transcript of proceedings and certificates of
public officials, including the tax covenants and representations of the Commission and the

Department (“Tax Covenants™), and we have not undertaken to verify any facts by independent
investigation.

Based upon our examination, we are of the opinion, as of the date hereof, as follows:



Indiana State Office Building Commission
July _, 1999
Page 2

1. The Commission is a public body corporate and politic, validly existing under Indiana
Code 4-13.5 (“Act”), with full power and authority to execute and deliver the Indenture and the Use
and Occupancy Agreement and to issue and sell the Bonds.

2. The Bonds have been duly authorized, executed, issued and delivered by the
Commission and constitute legal, valid and binding obligations of the Commission, enforceable in
accordance with their terms. The principal of and interest on and premium, if any, on the Bonds are
payable solely from and secured exclusively by a pledge of the Trust Estate (as defined in the
Indenture). The Bonds do not constitute an indebtedness of the State within the meaning or
application of any constitutional provision or limitation.

3. The Indenture has been duly authorized, executed and delivered by the Commission
and constitutes the legal, valid and binding obligation of the Commission, enforceable in accordance
with its terms. The Indenture creates the valid pledge and assignment which it purports to create of
the Trust Estate (as defined in the Indenture).

4, The Use and Occupancy Agreement has been duly authorized, executed and delivered
by the Commission and constitutes the legal, valid and binding obligation of the Commission,
enforceable in accordance with its terms. We note, however, that the Department is not obligated
under the Use and Occupancy Agreement to continue to pay for the use and occupancy of Facility
No. 3, but is instead required to vacate Facility No. 3 (as defined in the Indenture), if it is shown that
the terms and conditions of the use and occupancy and the amount to be paid for the use and
occupancy are unjust and unreasonable, as provided in the Act, and the Department is required to
vacate Facility No. 3 if funds have not been appropriated or are not available to pay any sum agreed
to be paid for use and occupancy when due, as provided in the Act.

5. Under statutes, decisions, regulations and rulings existing on this date, interest on the
Bonds is exempt from income taxation in the State. This opinion relates only to the tax exemption
of interest on the Bonds from State income taxes.

6. Under the federal statutes, decisions, regulations and rulings existing on this date,
interest on the Bonds is excluded from gross income for purposes of federal income taxation under
Section 103 of the Internal Revenue Code of 1986, as amended (“Code™). This opinion relates only
to the exclusion from gross income of interest on the Bonds for federal income tax purposes under
Section 103 of the Code and is conditioned upon continuing compliance by the Commission and the
Department with the Tax Covenants. Failure to comply with the Tax Coverants could cause interest
on the Bonds to lose the exclusion from gross income for federal income tax purposes retroactive
to their date of issuance.



Indiana State Office Building Commission
July __, 1999
Page 3

It is to be understood that the rights of the owners of the Bonds and the Trustee, and the
enforceability thereof and of the Indenture and the Use and Occupancy Agreement, may be subject
to bankruptcy, insolvency, reorganization, moratorium and other similar laws affecting creditors’
rights heretofore or hereafter enacted and that the enforcement of the Bonds, the Indenture and the
Use and Occupancy Agreement may be subject to the exercise of judicial discretion in accordance
with general principles of equity. It is to be further understood that the rights of the owners of the
Bonds and the Trustee, and the enforceability thereof and of the Indenture and the Use and

Occupancy Agreement, may be subject to the valid exercise of the constitutional powers of the State
and the United States of America.

Very truly yours,



Ambac Assurance Corporation
Mbac c/o CT Corporation Sysrems APPENDIX ~ E
44 East Mifflin Streer, Madison, Wisconsin 53703

Admianiscrative Office:

1 i One State Street Plaza, New York, New York 10004
Municipal Bond Insurance Policy e e S o (o0

fasuer Policy Number:

Bonds Premiom:

Ambac Assurance Corporation (Ambacy A Wisconsin Stock Insurance Company

in consideration of the payment of the premium and subject to the terms of this Policy, hereby agrees to pay to Unired States Trust Company
of New York, a5 rrustee, or its successot (the “Insurance Trustee™), for the benefit of Bundholders, that portion of the pringugl of and interest
ot the above-described debt obhigarions (the "Bonds”} which shall become Due for Payment but shall be unpaid by reasoR of Nonpayment by
the ssuer.

Ambac will muke such payments to the Insurance Trustee within one (1) business day following notification tq
4 Bondholders presentation and surrender to the Insurance Trustee of such unpaid Bonds of appurtenaniapu \ bearer
form and 1ree of any adverse claim, the Insurance Trustee will disburse to the Bondholder the face amgefint g 1
then Due for Payment but is unpaid. Upon such disbursement, Ambac shall become the owner g the gfrrenderd
shatl be tully subrogated to all of the Bondholder’s right to payment.

Teuster shull disburse principal to & Bondholder as aforesaid only upon presenration and o the unpaid Bond,
uncanceled aind free of any adverse claim, together with an instrument of assignme ; . surance Trustee, duly
excrtteed by the Bondbolder or such Bondholder's duly authorized representagie, so as Yo Pt 1 3 Bond to be registered in
the name of Amibae or its nominee. 1n cases where the Bonds are issuable gafy in™ 1
or therr assigns, the Insurance Truster shall disburse interest to a BonghoNer as afoMsai
proof that che clumane is the person encitled to the payment of intgrfsiion te B an
assignment, in torm satsfactory to cthe Insurance Trustee, duly ex
representarive, transterring o Ambac all rights under sughiiea
made. Ambac shall be subrogared to all the Bondheld
s nmade
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In the event the trustee or paying agent for th

for Paymient and which is made to a Bopa
theectotore recovered from its regiscere

of principal of or interest on a Bend which has become Due
o IN#F of the Bonds has been deemed a preferential cransfer and
dices Bankruptey Code in accordance with a final, nonappealable order
fed to payment from Ambac to che extent of such recovery if sufficienc

As used herein, the term R other than the lssuer who, at the time of Nonpayment, is the owner of a Bond or of

¢t Payment”, when referring to the principal of bonds, is when the stated macurity
) ) of a required sinking fund installment bas been reached and dots nor refer to any
ason gfcall for redemption (other chan by application of required sinking fund instaliments),
accelerarig \ : f maturdAhd, when referring to interest on the Bonds, is when the stated date for payment of interest

e, “Nonpayment” means the failure of che Issuer to have provided sufficient funds to rhe paying agent for
{ and interest on the Bonds which are Due for Payment.

4 conpon appertaining,

This sremium on this Policy is not refundable for any reason, including payment of the Bonds prior to maturity.
This - aN#fist loss of any prepayment or other acceleration payment which ac any tme may become due in respect of any
Bond, othe fle opion of Ambac, nor against any risk orher than Nonpayment.

ac has caused this Policy to be affixed with a facsimile of its corporate seal and to be signed by its duly auchorized
% become effective as its original seal and signatures and binding upon Ambac by virtue of the countersignature of ics duly

authorized representative.

Secrerary

otficers i 1

Presulent

Etteerive Dare Authorized Representative

UNITED STATES TRUST COMPANY OF NEW YORK acknowledges chat 1t ‘ /‘ N
has apreed o perform che duties of Insurance Trustee under this Policy. MT M

Form N 0 060k 27w Authorized Officer











